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STATEMENT OF QUESTION PRESENTED 


In a certificate proceeding under § 7 of the Natural Gas 
Act an interstate pipeline company proposed to initiate 
natural gas service to new communities; the Federal Power 
Commission found that the expansion as proposed was not 
economically feasible and would cast an undue financial 
burden upon its existing customers, the Commission, in 
an attempt to remove said undue burden, certified the 
expansion to certain of the communities upon condition 
that the distributors therein make contributions in aid of 
construction; the contributions would reduce the revenue 


deficiencies to the pipeline by approximately 6% for the 
first three years of service—are the Commission’s findings 
that as a result of the contributions the project will be 
economically feasible to the pipeline and will not cast an 
undue burden on present customers of the pipeline sup- 
ported by substantial evidence and not contrary to law? 
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Statement of question presented 


Jurisdictional statement 


The economic feasibility of the proposed exten- 
sions is one of the essential elements of proof of 
“present or future public convenience and neces- 


Respondent found that the project was uneconom- 
ic and would cast an undue burden on Northern’s 
present customers. In its attempt to cure this fatal 
defect, Respondent conditioned the certification 
of the project upon contributions in aid of con- 
struction being made by certain of the distributors. 
These contributions will reduce the revenue defi- 
ciencies to Northern by only 6% in the first three 
years of service. Respondent’s findings that, as a 
result of its contribution plan, the project was 
feasible and would not cast an undue burden on 
present customers are contrary to law and not sup- 
ported by substantial evidence 


A. The expansion project as proposed by North- 
ern would result in revenue deficiencies to 
Northern of from $17,642,422 to $21,268,- 
893 for the first three years of service 


The Respondent did not cure the uneconom- 
ic aspects of the proposed expansion or re- 
move the undue burden to be cast upon the 
present customers of Northern 
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Conclusion 
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JURISDICTIONAL STATEMENT 


On January 12, 1959, Northern Natural Gas Company 
(“Northern”), a natural gas company within the meaning 
of § 2(6) of the Natural Gas Act, Act of June 21, 1938, 
c. 556 § 2(6), 52 Stat. 821, 15 U.S.C. § 717a(6) (1946 
ed.),’ filed two applications with the Respondent Federal 
Power Commission in Docket Nos. G-17,485 and G-17,486 
for certificates of public convenience and necessity under 
§ 7(c) of the Act, 15 U. S. C. § 717f(c), authorizing it to 
construct and operate the facilities necessary to provide 
natural gas service to new communities (R. 9071-10665). 
The proceedings, along with others which are not involved 
here, were consolidated for hearing by the Respondent's 
order issued March 26, 1959 (R. 11085-97). 

Petitioners, three local gas distributors which purchase 
all of their natural gas supply from Northern, sought to in- 
tervene in the consolidated proceedings (R. 11023-30, 
11072-79, 11108-16, 11248-54) and became parties there- 
to by the Respondent’s order permitting intervention issued 
April 16, 1959 (R. 11340-43). 

On July 31, 1959, the Respondent issued Opinion No. 
324 and accompanying order in the consolidated proceed- 
ings granting a certificate of public convenience and nec- 
essity to Northern (R. 11687-11719). A timely Joint Ap- 
plication for Rehearing was filed with Respondent by Pe- 
titioners on August 28, 1959 (R. 11720-44). Rehearing 
was denied by Respondent’s order issued September 18, 
1959 (R. 11762-67); within 60 days, on November 13, 
1959, a Joint and Several Petition for Review was duly 
filed by Petitioners in this court pursuant to § 19(b) of 


1 The Natural Gas Act is hereafter cited as “———U.S.C. § ——” and 
is sometimes hereafter referred to as the “Act”. 


3 


the Natural Gas Act, 15 U.S.C. § 717r(b), and § 10 of 
the Administrative Procedure Act, Act of June 11, 1946, 
c. 324, § 10, 60 Stat. 243, 5 U.S.C. § 1009 (1946 ed.). 


STATEMENT OF THE CASE 


This case concerns the validity of part of an order of the 
Respondent authorizing an interstate pipeline company to 
construct and operate the facilities necessary to supply 
natural gas service for the first, second and third-year re- 
quirements of 342 communities located in six midwestern 
states.” 


The Applications by Northern. 


The proceedings below were started by the interstate 
pipeline company, Northern, filing two applications with 
the Respondent on January 12, 1959, in Docket Nos. G- 


17,485 and G-17,486 for certificates of public convenience 
and necessity under § 7(c) of the Natural Gas Act, 5 
U.S.C. § 717f(c) (R. 9071-10665). Authority was sought 
to construct and operate the facilities necessary to deliver 
gas to 326 communities. The local distribution of the gas 
within the communities would be performed by Northern’s 
existing and proposed utility customers. Northern’s separate 


2 169 in Iowa, 133 in Minnesota, 12 in Nebraska, 20 in South Dakota, 
7 in Wisconsin and 1 in Illinois. 


3 Northern’s applications as filed requested authority to serve 326 
communities, 39 in Docket No. G-17,485, and 287 in Docket No. 
G-17,486. During the hearings below the number of communities in 
Docket No. G-17,486 was reduced by 8 (R. 1166-67) and increased 
by 24 (R. 2376-77) so the total number of communities in both 
dockets proposed for service by Northern at the close of the hearing 
was 342. 

Hereafter the number of communities proposed for service will be 
listed as amended by Northern: 39 in Docket No. G-17,485 and 303 
in Docket No. G-17,486 for a total of 342. 
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distributing branch, Peoples Natural Gas Division,* would 
distribute gas locally in 108 communities, about one-third 
of the total number certified by the Respondent for 
service (R. 3332).° 

Northern owns and operates an interstate pipeline sys- 
tem originating in the panhandle of Texas and extending 
(before expanded by the certificate granted below) north- 
easterly through Kansas, Nebraska and Iowa to the cities of 
Minneapolis-St. Paul, Minnesota, with branches running 
easterly to Dubuque, Iowa, and northwesterly into South 
Dakota. Exclusive of the communities certified in the pro- 
ceedings below, Northern serves 387 communities with a 
total contract demand® of 1.34 million Mcf per day (R. 
3062, 2978). 

In Docket No. G-17,485 Northern proposed to extend its 
system by means of 170 miles of 20 and 24-inch pipe be- 
yond Minneapolis in a northeasterly direction to the cities 
of Duluth, Minnesota, and Superior, Wisconsin. The exten- 
sion would serve 39 communities—36 in Minnesota and 
three in Wisconsin—with a total contract demand estimat- 
ed at 56,679 Mcef per day for the third year of operation 
(R. 5089, col. 8). The total cost of the three-year project 
in this docket was estimated to be $26,316,800 (R. 4227 
plus R. 185 minus R. 653). 


4 Sometimes hereafter referred to as “Peoples Division”. 


5 Prior to the proceedings below, Peoples Natural Gas Division served 
110 communities (R. 450); therefore, an addition of 108 communities 
would approximately double the number served by it. 


6 “Contract demand” is the agreed maximum daily volume of gas that 
Norther is obligated to deliver and a utility is entitled to receive. 
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In Docket No. G-17,486 Northern proposed to construct 
facilities estimated to cost $84,122,190" by the third year 
in order to serve 303 communities—169 in Iowa, 97 in 
Minnesota, 20 in South Dakota, 12 in Nebraska, 4 in Wis- 
consin and 1 in Illinois. The total contract demand for the 
third year is estimated at 174,220 Mcf per day (R. 8479, 
col. 3 plus R. 8540, col. 4). 

The total estimated cost of the extensions in both dockets 
is $110,438,990 for the first three years. The total con- 
tract demand volume for both dockets is 230,899 Mcf 
per day for the third year. 


Status of Petitioners. 


Petitioner Minneapolis Gas Company serves about 
211,000 retail customers in Minneapolis and environs in 


7 This total cost of the three-year project is arrived at as follows: 


(a) Original cost of G-17,486 facilities (R. 5298) $76,697,600 
(b) Less: G-17,486 facilities duplicated in G-17,485 

(R. 4227—second and third-year facilities) 
(c) Less: Facilities designed for eight communities 

withdrawn by customer companies (R. 8488, L. 14) 424,882 


$72,201,118 
Add: Cost of facilities for 24 additional commun- 
ities including $458,500 which is 4% of cost of 
construction for interest and overheads (R. 8519, L. 
27, col (c)) 11,921,072 


$84,122,190 


The Respondent erroneously listed the cost of the facilities in Dock- 
et No. G-17,486 in the third year as $88,160,172 (R. 11694). This 
error was apparently made by the Respondent (1) failing to subtract 
the cost of the facilities in Docket No. G-17,486 which will be dup- 
licated in the construction of the second and third-year facilities 
in Docket No. G-17,485 ($4,071,600—line (b) above); (2) failing 
to subtract the cost of the facilities designed for 8 communities which 
were withdrawn by customer companies ($424,882—line (c) above) ; 
and, (3) failing to add $458,500 which is 4% of construction costs 
for interest and overheads to the cost of the facilities for 24 ad- 
ditional communities shown in R, 8518, which properly should have 
been added as a cost item (R. 2999-3000). 


6 


the State of Minnesota. It is the largest customer on North- 
ern’s system with a contract demand volume for 1959-60 
heating season of 275,000 Mcf per day which is 21% of 
Northern’s total contract demand volume (R. 4388, L. 9). 

Petitioner Metropolitan Utilities District of Omaha pro- 
vides natural gas service in Omaha and environs, with a 
population of about 300,000 persons, in the State of Ne- 
braska (R. 11024). It is the third largest customer on 
Northern’s system and has a contract demand volume for 
the 1959-60 heating season of 112,000 Mcf per day or nine 
per cent of Northern’s total (R. 4388, L. 21). 

Petitioner Council Bluffs Gas Company distributes gas 
to about 17,000 customers in Council Bluffs and environs 
in the State of Iowa (R. 11073). During the 1959-60 heat- 
ing season its contract demand volume is 22,500 Mcf per 
day or about two per cent of Northern’s total (R. 4387, L. 
19). 

Collectively, Petitioners’ contract demand volumes for 
the 1959-60 heating season equal 409,500 Mcf per day 
which is approximately 32% of Northern’s total contract 
demand volumes. 


Evidence Relating to Economic Feasibility. 


The only evidence relating to the economic feasibility 
to Northern of the proposed expansion was introduced in 
the proceeding below by Northern, intervener Minnesota 
Valley Natural Gas Company, Petitioner Minneapolis Gas 
Company and Petitioner Council Bluffs Gas Company. 

Northern first introduced Exhibit Nos. 9 (R. 4252-80) 
and 57 (R. 5332-60) which were based on its original 
applications filed with Respondent on January 12, 1959. 
Exhibit No. 9 shows the estimated costs and revenues re- 
sulting from the first three years’ operation of the facilities 
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in Docket No. G-17,485. The exhibit showed revenues to 
Northern which included the retail revenues from its Peo- 
ples Natural Gas Division (R. 4275-77, L. 25).° Exhibit 
No. 57 shows information for the facilities contained in 
Docket No, G-17,486 in a manner comparable to that 
contained in Exhibit No. 9. 

During the course of the hearings substantial changes 
were made in the original applications of Northern includ- 
.ing the reduction of the number of communities by eight 
(R. 1166-67), the addition of 24 others (R. 2376-77) and 
the revision of contract demand and sales volume estimates 
to conform generally with the customer companies’ esti- 
mates (R. 5087-95, 5648-5712, 8472-79, 8480-86; R. 
1142-61, 993A-97, 2362-64). 

The effect of these changes was partially shown by 
Northern in a series of revised exhibits—four pertaining to 
the extensions in Docket No. G-17,485 (Exhibit Nos. 49, 
50, 162 and 165) and six pertaining to the extensions in 
Docket No. G-17,486 (Exhibit Nos. 161, 170, 171, 172, 
173 and 175). A summary of these exhibits is as follows: 


Exhibits Pertaining to Docket No. G-17,485. 


Exhibit Nos. 49 and 50 (R. 5096; 5097)—Exhibit No. 
49 revises Schedule 12 of Exhibit No. 9 (R. 4279) to re- 
flect the contract demand and sales volumes estimated by 
the proposed distributors in the various communities, rather 


8 Peoples Natural Gas Division distributes gas within many communi- 
ties; its sales are not subject to regulation by the Respondent. Peoples 
Division purchases gas from Northern on a basis comparable to the 
other gas distributors on Northern's system. Northern's pipeline reve- 
nues, therefore, consist of those received from the wholesale sales to 
distributors including Peoples Division rather than the retail revenues 
received by the distributors when the gas is resold to the ultimate 
consumer. Only the revenues received by Northern from the whole- 
sale sales are used to pay Northern’s pipeline cost of service. 
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than those estimated by Northern’s marketing witness 
which were used in Exhibit No. 9. The proposed distribu- 
tors estimated higher contract demand volumes and lower 
annual sales volumes than contained in Exhibit No. 9. Ex- 
hibit No. 50 also revises Schedule 12 of Exhibit No. 9 to 
reflect the higher estimates of contract demand volumes 
made by the proposed distributors but not their estimates 
of lower annual sales volumes. Instead, Exhibit No. 50 uses 
higher annual sales volumes than those contained in Ex- 
hibit No. 9.° Both of these exhibits calculate revenues to 
Northern by using Peoples Division retail revenues rather 
than wholesale revenues—on this basis Exhibit No. 49 
shows Northern’s rate of return on a system-wide basis after 
the addition of the extensions in Docket No. G-17,485 
ranging from 6.22% to 6.93% for the first three years of 
operation. The revenues to Northern would be approximate- 
ly $413,280 less for the third year if the sales to the Peoples 
Division were listed as wholesale prices. 


Exhibit No. 162 (R. 8489)—Shows the incremental rate 
of return’? on the extensions applied for in Docket No. G- 
17,485 for the third year of operation as 5.66%. This ex- 
hibit calculates revenues to Northern by using wholesale 
revenues on the sales to Peoples Natural Gas Division rather 
than the retail revenues received by Peoples Division. It is 
confined to the Docket No. G-17,485 facilities and does not 


® Northern adopted the combination of contract demand volumes and 
annual sales volumes which would show the greatest revenues to it, 
ie., the proposed distributor’s estimates of contract demand volumes 
but its own higher estimates of annual sales volumes. 


10“Incremental rate of return” is the expected rate of return on the 
additional facilities necessary for the expansion only. 
“Incremental return” is arrived at by deducting the costs of the 
additional facilities from the expected revenues from the additional 
facilities. 
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show what the system-wide rate of return would be to 
Northern after the addition of both the Docket No. G-17,- 
485 and G-17,486 facilities. 


Exhibit No. 165 (R. 8495-8501)—Shows “the basic 
factors used in determining the revenues and branch line 
cost of service for each of the branch lines pertaining to the 
extension of service to the 39 communities proposed at 
Docket No, G-17,485” (R. 2560)." It applies Northern’s 
“new town policy” to the extensions proposed in Docket 
No. G-17,485, 

Northern’s “new town policy” does not indicate one way 
or the other whether a proposed extension of service is 
economically feasible (R. 3334). The end result of North- 
ern’s “new town policy” is whether or not a certain com- 
munity in its fifth year of operation has revenues sufficient 
to contribute anything to main line costs after certain de- 
ductions are made from the revenues (R. 3333). The de- 
ductions from the revenues included Northern’s average 
variable cost of gas and the cost of service on the branch 
line (R. 1175); they did not include any costs of the 
measuring stations (R. 2571)" or any of the main line 
incremental fixed costs (R. 2572),“ both of which are 


11 The branch line investment figures did not include an amount of 4% 
of the total construction costs for interest and overheads. 


12 Variously referred to in the testimony as Northern’s “new town 
policy” (R. 3332), “branch-line extension policy” (R. 3077) or “new 
town extension policy” (R. 3056). 


13 A measuring station is a facility for measuring the volumes of gas 
sold by Northern to a local distributor and is located at the end of 
the branch line at the city gate of the community to be served. 


14“Main line incremental fixed costs” are those additional costs (de- 
preciation, return, income taxes and property taxes) which will be 
incurred as the result of constructing additional main line facilities 
to supply the additional gas to the proposed communities. 
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incurred solely because of the extensions to the new com- 
munities. The figures for the fifth year of service to a com- 
munity are the only ones that conform with Northern’s 
“new town policy” (R. 3075).* Northern’s “new town pol- 
icy” does not determine whether an extension is economic- 
ally feasible or not, or approach it on that basis (R. 3333). 
No additions have ever been made to Northern’s system 
under its “new town policy” (R. 3337)—the policy has 
been followed in making applications for extensions to 
new towns but not in making additions to Northern’s sys- 
tem (R. 3338). 

Northern’s policy in the proceedings below and in pre- 
vious certificate applications is that it would extend its 
service to all communities which meet its “new town pol- 
icy” regardless of the impact that such additions would 
have on Northern’s rate of return (R. 3343). 

Northern’s “new town policy” included an average cost 
of gas purchased by it which was the same for the next five 
years. This assumption that the average cost of purchased 
gas would remain the same for five years was according to 
Northern’s policy witness “as good an estimate as can be 
made at this time” (R. 3338).** The witness did not feel 


15 Although Northern’s “new town policy” looks to the fifth year 
of service, it designed the facilities in this case to render service for 
the first three years only (R. 3066). The engineering evidence and 
supporting data presented were based upon the third year of service. 

The Respondent criticized Northern’s failure to match the data in 
this case (R. 11704). 


16 This testimony was given on May 27, 1959. Northern's cost of pur- 
chased gas was shown in the proceedings below as 16.16¢ per Mcf 
(R. 4264, L. 11, col. (a)), One month later, on June 26, 1959, Northern 
filed with Respondent an application for a rate increase (its eighth 
since 1950) wherein its cost of purchased gas was shown as 16.9920¢ 
per Mcf—.8320¢ per Mcf more. Northern Natural Gas Company, 
F.P.C. Docket No. G-19,040, Application filed June 26, 1959, Vol. I, 
Statement H-4, Sh. 4, L. 12, col. (a). 
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that Northern’s “new town policy” would be more mean- 
ingful if the calculation of Northern’s average cost of pur- 
chased gas for the next five years would be based on its 
experience for the past five years""—it is a known fact that 
the average wellhead price of gas has gone up in recent 
years (R. 3339). 


Exhibits Pertaining to Docket No. G-17,486. 


Exhibit No. 161 (R. 8487-88)—Adjusts Schedule 12 
of Exhibit No. 57 to reflect the decreased contract demand 
and annual sales volumes of the customer companies seek- 
ing to serve the communities proposed in Docket No. G- 
17,486 in a manner comparable to that followed in Ex- 
hibit No. 49 (see pp. 7-8, above) for the communities propos- 
ed in Docket No. G-17,485. This exhibit also calculates reve- 
nues to Northern by including Peoples Natural Gas Division 
retail revenues rather than the amount which Northern 
actually charged Peoples Division for purchased gas. On 
this basis the exhibit shows Northern’s rate of return on a 
system-wide basis after addition of the extensions proposed 
in Docket No. G-17,486 for the third year of operation™® 
as 6.68%. If the revenues to Northern at wholesale prices 
only were included, the revenues for the third year of op- 
eration of the Docket No, G-17,486 facilities would be re- 
duced by $3,552,390. 


Exhibit No. 170 (R. 8519)—Shows that the revenues 
received by Northern from the extensions proposed to 24 


17 At this point the Presiding Examiner commented, “You would scare 
all the customers to death” (R. 3340). 


18Jn this respect, Exhibit No. 161 was not done in a manner com- 
parable to Exhibit No. 49 which showed the first three years, not 
just the third year. 
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additional communities will be $788,090 short of paying 
the cost of service for these communities for the third year 
of operation. 


Exhibit No. 171 (R. 8520)—Shows an excess of reve- 
nues to Northern from proposed extension to the Minne- 
sota Iron Range area of $953,020 for the third year of 
operation.” 


Exhibit No. 172 (R. 8521)—Shows the incremental 
rate of return on the communities contained in Docket 
No. G-17,486 in the third year of operation only as 4.20%. 
This exhibit was prepared in a manner comparable to 
Exhibit No. 162 (see pp. 8-9, above). 


Exhibit Nos. 173 and 175 (R. 8522-36, 8539-41)—Both 
apply Northern’s “new town policy” in a manner compar- 
able to Exhibit No. 165 (see pp. 9-11, above). Exhibit No. 
173 pertains to the communities originally proposed for 
service in Docket No. G-17,486; Exhibit No. 175 pertains 
to the 24 additional communities which were added to that 
docket during the hearings. These exhibits were not in- 
tended to demonstrate the economic feasibility of the ex- 
tensions (R. 3077)—their purpose and content were limit- 
ed similarly to Exhibit No. 165 on the Docket No. G- 
17,485 facilities. 

Intervener Minnesota Valley Natural Gas Company in- 
troduced Exhibit No. 137 (R. 7879-92) pertaining to the 


191f the proposed Iron Range line is not built because of the in- 
ability of Iron Ranges Natural Gas Company to comply with the 
conditions imposed in the certificate granted to it by the Respondent 
(R. 11712, E (ii)), the third-year revenue deficiency for the exten- 
sions originally proposed by Northern in Docket No. G-17,486 
would increase by $953,020. The revenue deficiency originally shown 
by Northern was $2,961,500 (R. 8570, L. 1, col. (d))—elimination 
of the Iron Range line would increase this deficiency by $953,020, 
to a total deficiency of $3,914,520 for the third year of service. 
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extensions necessary to serve 21 of the 24 additional com- 
munities.” Exhibit No. 137 is comparable to Exhibit No. 
175 except that it uses construction costs for the third year 
of service which are $199,157 lower than those used by 
Northern in Exhibit No. 175—$5,193,165 rather than $5,- 
392,322 (compare R. 8541, col. 3, with R. 7884, Lines 22 
and 28, col. 17). 

With the exception of Exhibit Nos. 184 and 185 which 
are described below, no other exhibits pertaining to the 
economic feasibility to Northern of the proposed extensions 
were introduced or are present in the record. The other 
so-called feasibility exhibits pertained solely to the econo- 
mics of operating the local gas distribution systems within 
the communities and did not go to whether the extensions 
were economically feasible to Northern. 

Exhibit No. 184 (R. 8565-74) sponsored by witness 
John W. Fleer on behalf of Petitioner Council Bluffs Gas 
Company, shows the estimated revenue deficiencies, rate 
of return and an analysis of the investment of Northern in 
the first three years of operation for the facilities necessary 
to serve the communities in both dockets, The estimated 
revenue deficiencies of Northern in both dockets for the 
first three years of operation were (R. 8567, L. 3, cols. 
(b)-(d)): 


Year Revenue Deficiency to Northern 
pied aatee dae a 8 Ea 


Ist $8,694,057 
6,868,432 
3rd 5,706,404 


The first-year deficiency per Mcf of contract demand 
amounts to $6.04 annually for all customers, present 


20 Minnesota Valley Natural Gas Company is listed as the local dis- 
tributor in 18 of these communities. 
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and proposed (R. 3581). The rate of return to Northern 
on the facilities to serve the 342 communities proposed 
was shown as follows (R. 8571, L. 7, cols. (b)-(d)): 


Year Rate of Return to Northern 


Ist 2.11% 
2nd 3.14% 
3rd. 3.82% 


The proposed additions in both dockets would equal 
$454 of total investment per Mcf of daily contract demand 
as compared with Northern’s investment previous to the 
proceedings below of $255 (R. 3582).72 Northern’s third- 
year investment in proposed branch lines south of Farm- 
ington, Minnesota (which is immediately south of Minne- 
apolis-St. Paul), would be $279 per Mcef of daily contract 
demand as compared with its average investment in branch 
lines prior to the proceedings below of $41 per Mcf of daily 
contract demand (R. 3582-83, 8572). 

Exhibit No. 185, sponsored by witness Terrence P. 
O’Brien on behalf of Petitioner Minneapolis Gas Company, 
shows the estimated effect upon Minneapolis Gas Com- 
pany of the construction and operation of the facilities 
necessary to serve the proposed 342 communities and the 
economic feasibility to Northern of the individual branch 
lines. 

The financial impact upon Petitioner Minneapolis Gas 
Company (and all other present customers of Northern) 
would vary according to whether a customer’s proportion- 


21 In the opinion on Northern's last certificate application, the total in- 
vestment required in order to deliver additional volumes of gas to 
existing customers was shown to be $150 per Mcf of daily contract 
demand. Northern Natural Gas Company, et al., F.P.C. Docket No. 
G-14,697, et al., Presiding Examiner's Decision issued March 2, 1959, 
Mimeo, pp. 13-14. 
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ate share of Northern’s revenue deficiencies were calculated 
on the customer’s annual sales volume or contract demand 
volume (R. 3591-93; 8577, L. 5-6, cols. (b)-(d)). Wit- 
ness O’Brien testified “it appears that it will cost the Minne- 
apolis Gas Company between $965,000 and $1,460,000 in 
the first year of operation, between $679,000 and $1,- 
015,000 in the second year, between $492,000 and $731,- 
000 in the third year and an indeterminate amount thereaf- 
ter” (R. 3592-93). 

Witness O’Brien also testified that Tabs 2 and 3 of Ex- 
hibit No. 185 were prepared because no figures were in 
the record to show the economic feasibility to Northern of 
the individual communities and branch lines (R. 3593). 

Tab 2 (R. 8578) lists four minimum factors which 
should be applied to the individual branch lines to de- 
termine whether they will pay revenues to Northern suf- 
ficient to cover the cost of serving them (R. 3593-98): 


(1) The variable cost of gas; 


(2) The incremental cost of service for the branch 
line and measuring station, which includes the fixed costs 
for depreciation, return and taxes, and the variable costs 
for operation and maintenance; 


(3) The incremental costs attributable to the addition- 
al main line facilities necessary to haul the gas to the 
branch take-off point on the main line;* and 


22 The revenue deficiencies which would result if the proposed exten- 
sions were certified would affect all purchasers from Northern in 
proportion to their percentage of purchases from Northern (R. 3825). 


23 Tab 2 does not include the cost of service applicable to the Farmington 
(immediately south of Minneapolis-St. Paul) to Duluth, Minnesota main 
line extension because the record did not contain adequate informa- 
tion to enable the computation of the fifth-year costs. The cost of 
service for the third year of this main line extension is $2,375,217 
(R. 3622-24). 
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(4) The constant costs attributable to the additional 
gathering facilities necessary to take the gas from the field 
and deliver it to the main line. 


Tab 3 (R. 8579-90) shows the economic feasibility of 
each of the 141 proposed branch lines by applying the 
factors listed in Tab 2. 

Tab 4 of Exhibit No. 185 (R. 8591-95) lists the branch 
lines set forth in Tab 3 in the order of their revenue excess 
or deficiency to Northern per Mcf of contract demand in 
the fifth year of operation—beginning with the branch 
lines which show the highest revenue excess per Mcf and 
going down through those which show the largest defici- 
ency (R. 3598-3600). Tab 4 shows that only 17 branch 
lines of a total of 141 would pay revenues to Northern in 
excess of Northern’s cost of serving them in the fifth year 
of operation (R. 3621). 

On the matter of rate of return for Northern, its policy 
witness testified (R. 3345): 

“If you are asking me whether or not Northern is 
going to endeavor to obtain a 6-¥% per cent rate of 
return on its operations, I will tell you they are.”™ 


Northern presently has pending the requests for service 
from “over 200 towns” (R. 3329). 

This summarizes the evidence introduced in the pro- 
ceeding below on the requirement of the economic feasi- 
bility of the proposed extensions to the pipeline, the sole 
issue in this case. 


24 Northern’s rate increase filing made with the Respondent one month 
later contains a 6-3/4% rate of return. Northern Natural Gas Com- 
pany, F.P.C. Docket No. G-19,040, Application filed June 26, 1959. 
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Waiver of Intermediate Decision. 


Upon motion by Northern, the Respondent ordered on 
June 25, 1959, that the intermediate decision procedure be 
waived and omitted (R. 11662-66). Oral argument was 
held before the Respondent on July 17, 1959. 


Respondent’s Opinion No. 324. 


On July 31, 1959, Respondent issued its Opinion No. 
324 and accompanying order in which it issued Northern 
a certificate of public convenience and necessity to con- 

_ struct and operate the facilities necessary to serve all 342 
communities for the first three years upon certain condi- 
tions (R. 11687-719). Since the issue raised on this appeal 
concerns only the economic feasibility to Northern of the 
proposed extensions, this statement will be confined to 
that portion of the opinion and order. 

The Respondent recognized that one of “the more im- 
portant issues” in the proceeding was “whether various 
communities proposed to be served return so little of North- 
ern’s costs that they will increase the financial burden 
upon Northern’s existing customers” (R. 11695-96). In 
resolving this issue, the Respondent found that the expan- 
sion project as proposed was not economically feasible 
to Northern because it would create substantial revenue de- 
ficiencies which would cast an undue burden on present 
customers. The Respondent determined the feasibility of the 
various branch lines and communities in the third year of 
operation rather than the fifth year (R. 11701-02) based 
on the estimates of annual sales volumes within a com- 
munity rather than the estimates of contract demand vol- 
umes (R. 11702). 

In its attempt to cure the uneconomic aspects of the 
proposed expansion, the Respondent required as a condi- 
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tion of the certificate granted to Northern that capital con- 
tributions be made for that portion of the branch lines 
and measuring stations unsupported by revenues. The gist 
of the contribution plan was this: where a branch line 
did not produce sufficient revenues to meet the estimated 
third-year branch line cost of service, measuring station 
cost of service and the system average variable cost of gas, 
the distributor served by the branch line would make a 
capital contribution to the cost of constructing the measur- 
ing station and, if necessary, to the cost of constructing 
the branch line (R. 11702). 

Under the Respondent’s contribution plan, 218 com- 
munities were not required to make any contributions,” 
69 were required to contribute to the cost of constructing 
the measuring stations” and 55 were required to contri- 
bute the entire cost of constructing the measuring stations 
and a part of the cost of constructing the branch lines (R. 
11703).” 

Contributions to the cost of constructing the measuring 
stations were required where the Respondent found that 
the annual revenues received by Northern in the third year 
of operation from a given branch line would cover the 
cost of service for the branch line but would not be suffi- 
cient to pay the cost of service of the measuring stations 


23 These communities, listed in Appendix A to Opinion No. 324 (R. 
11714-17), will hereafter sometimes be referred to as the “Appendix 
A” communities. 


26 These communities, listed in Appendix B to Opinion No. 324 (R. 
11717-18), will hereafter sometimes be referred to as the “Appendix 
B” communities. 


27 These communities, listed in Appendix C to Opinion No. 324 (R. 
11718-19) will hereafter sometimes be referred to as the “Appendix 
C” communities. 
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for that particular branch line. The record did not contain 
all of the elements necessary to determine the cost of serv- 
ice for each measuring station so the Respondent, applying 
its “informed judgment,” found that the cost of service 
would amount to about 20% of the total initial invest- 
ment in a measuring station (R. 11703). If the estimated 
third-year annual revenues from a given branch line (after 
deduction of the branch line cost of service and the variable 
cost of gas) failed to equal 20% of the initial cost of con- 
structing the measuring stations, a contribution to construc- 
tion was ordered in the same proportion that the revenue 
deficiency had to 20% of the initial cost (R. 11703).” 

Where the estimated annual revenues of a given branch 
line were insufficient, not only to cover the cost of service 
of the measuring stations, but also failed to cover the cost 
of service of the branch line, a contribution in aid of con- 
struction was ordered for both. The distributors in these 
communities—the “Appendix C” communities—were or- 
dered to pay the entire cost of constructing the measuring 
stations plus contributing to the cost of building the branch 
line. The record contained the information necessary to 
determine the cost of service for each branch line. The con- 
tribution to the cost of constructing the branch line was to 
be in the same proportion that the estimated third-year 


28 For example, if the total initial cost of constructing a measuring 
station were $50,000, the annual cost of service for that measuring 
station would be $10,000. A branch line with annual revenues to 
Northern of $5,000 to apply on the measuring station cost of serv- 
ice would be $5,000 or 50% short of meeting the estimated annual 
cost of service for the measuring station. The contribution to construc- 
tion would be $25,000—50% of the initial cost of $50,000. 
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revenues failed to meet the cost of service of the branch 
line (R. 11703). 

Admittedly, the Respondent’s contribution plan did not 
require a branch line to generate revenues sufficient to pay 
any of the costs associated with the main line facilities 
which were being built to serve the new communities (R. 
11704). 

The condition of the certificate granted to Northern was 
that if a distributor for a proposed community on a branch 
line which was uneconomic did not agree to make the re- 
quired contribution, service to that particular community 
would be denied. 

The Respondent held that as a result of its contribution 
plan “Northern will serve communities that will at least 
defray all costs other than the system-wide fixed costs; 
Northern’s return on the incremental facilities will be im- 
proved; and the feasibility of its entire project will be en- 
hanced” (R. 11704). The Respondent specifically stated 
that it was requiring contributions by the distributors on 
branch lines with insufficient revenues “so that all but 
system-wide fixed cost[s] will be recovered”. Finally, the 
Commission found that “as a result of the eliminations or 
contributions required by this order, it would appear that 


29 For example, if the total initial cost of constructing a measuring 
station were $50,000, the annual cost of service for that measuring 
station would be $10,000; if the initial cost of constructing the 
branch line were $60,000 and the annual cost of service for that par- 
ticular branch line, as shown by the record, were $15,000; and, if the 
estimated annual revenues to Northern from that branch line (after 
deduction of the system average variable cost of gas) were $5,000, the 
contribution to construction by the distributor would be as follows: 


100% of the cost of service of the measuring station $50,000 
66-2/3% of the cost of constructing the branch line $40,000 


Total contribution by distributor in aid of construction $90,000 
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no undue burden will be placed on the present custom- 
ers.” (R. 11704.) 


Petitioners’ Joint Application for Rehearing. 


On August 28, 1959, Petitioners duly filed with Respond- 
ent a Joint Application for Rehearing of Opinion No, 324 
and accompanying order (R. 11720-44). 


Respondent’s Order Denying Rehearing. 


Respondent issued its order denying Petitioners’ Joint 
Application for Rehearing on September 18, 1959 (R. 
11762-67). Respondent did not change its position on the 
economic feasibility of the expansion project except to note 
that Petitioners had failed, in calculating the revenue de- 
ficiencies to Northern remaining after the contribution 
plan, to consider depreciation expense on property to be 


contributed by the various distributors (R. 11764). 

The Respondent noted that it developed its contribution 
plan “to ameliorate in some degree the pronounced revenue 
deficiencies” of the proposed expansion and that the plan 
would enable it to avoid denying service completely to the 
“revenue deficient communities” (R. 11763). 


Petitioners’ Joint and Several Petition for Review. 


On November 13, 1959, Petitioners timely filed their 
Joint and Several Petition for Review of Respondent’s or- 
ders dated July 31, 1959, and September 18, 1959. Re- 
view was sought of the Respondent’s certification of the 
specific branch lines and communities listed in Appendix 
B hereto (those which showed a deficiency of revenues in 
column “1” of Appendix 4 to Petitioner’s Joint Applica- 
tion for Rehearing—R. 11736-38). 
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STATUTE INVOLVED 


The relevant portions of the Natural Gas Act, 15 U.S. C. 
§ 717, the statute involved, are lengthy and have been 
set out in Appendix A hereto. 


STATEMENT OF POINTS 


(1) The Respondent erred when it made the follow- 
ing findings and conclusions: 


“* * * While it cannot be precisely determined 
what will be Northern’s incremental return on its proj- 
ect as a result of the eliminations or contributions 
required by this order, it would appear that no un- 
due burden will be placed on the present customers” 
(R. 11704). 


and similar findings and conclusions to the same effect 
(R. 11701, 11702, 11703, 11704, 11763, 11764) for the 
reason that such are not supported by substantial evidence 
and are contrary to law. 


(2) The Respondent erred when it granted Northern 
a certificate of public convenience and necessity to con- 
struct the necessary facilities to provide gas service to the 
communities listed in Appendix B hereto conditioned up- 
on certain of the distributors therein making contributions 
toward Northern’s cost of construction, Such extensions 
and service as certified are not economically feasible and 
will cast an undue burden upon the present customers of 
Northern, so that the granting of the certificate was not re- 
quired by the present or future public convenience and 
necessity. 
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SUMMARY OF ARGUMENT 


The economic feasibility to Northern of the proposed ex- 
tensions is one of the essential elements of proof of “pres- 
ent or future public convenience and necessity”. 

Respondent recognized and restated this principle in its 
Opinion No. 324, by concluding that the project was not 
economically feasible because it would cast an undue fi- 
nancial burden on present customers. The evidence com- 
pelled this finding since it showed that the project, as pro- 
posed, would result in revenue deficiencies to Northern of 
from $17,642,422 to $21,268,893 in the first three years 
of service. 

Respondent attempted to make the project economically 
feasible by requiring contributions, but at the same time 
conceded that, at best, the contributions would only “amel- 
jorate” in a very limited degree the financial burden on 
present customers. The contributions required did not cure 
the uneconomic aspects of the project or remove the un- 
due burden on Northern’s customers. 

Respondent’s findings that as a result of the contribu- 
tions ordered by it, the proposed expansion project was 
economically feasible to Northern and would not cast an 
undue burden on its customers are clearly not supported 
by substantial evidence and are contrary to law. 


ARGUMENT 


The sole issue in this case concerns the requirement of 
the economic feasibility to Northern of the proposed ex- 
pansion as part of a showing of public convenience and 
necessity under § 7 of the Natural Gas Act, 15 U.S. C. 
§ 717f. The other minimum requirements of a showing of 
public convenience and necessity (e.g., financeability, gas 
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supply, cost and design of facilities) are not involved here. 
If the Respondent’s findings that as a result of its contri- 
bution plan the proposed expansion will be economically 
feasible to Northern and not cast an undue burden upon 
its present customers are supported by substantial evidence 
and are not contrary to law, then this appeal must fail. 

This argument will therefore be limited to the matter of 
the economic feasibility of the project to Northern and will 
be divided into two general parts: first, the legal require- 
ment of an adequate showing on the economic feasibility 
of the project to Northern; second, the facts of record 
are contrary to and do not support the findings of Re- 
spondent. 


I. 


The economic feasibility of the proposed extensions is 
one of the essential elements of proof of “present or 
future public convenience and necessity”. 


Section 7(e) of the Natural Gas Act, 15 U. S.C. § 717f 
(e), states that a certificate shall issue if “required by the 
present or future public convenience and necessity; other- 
wise such application shall be denied”. 

A single definition which is rigidly applicable in all 
situations and under all circumstances may not be given 
for the words “public convenience and necessity.” Re- 
spondent has set forth an excellent definition of the con- 
cept in its opinion in Transcontinental Gas Pipe Line 
Corp., 20 F. P. C. 264, 270, 25 P.U.R. 3d 157, 167 
(1958) where it stated: 


“In a word, public convenience and necessity is a 
‘complex’ encompassing numerous elements which in 
diversity and importance vary with the circumstances 
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of particular cases; and in determining whether a cer- 
tificate should issue, we must weigh the relative im- 
portance of the several factors involved, as well as 
balance the favorable against the unfavorable, if any. 
Furthermore, in evaluating the circumstances of a 
particular case it may well be that, in the judgment 
of the agency to which decision is entrusted, an as- 
pect of a proposal not wholly desirable standing alone 
should be accepted where off-setting favorable fea- 
tures exist which would in sum total yield a greater 
public good, so long as all minimal requirements are 
satisfied.” (Emphasis added.) 


It is clear that there are certain basic factors which are 
minimum requirements which must be met by an applicant 
before Respondent can find that public convenience and 
necessity requires the issuance of a certificate. E.g., Trans- 
continental Gas Pipe Line Corp., 20 F.P.C. 264, 270, 25 
P.U.R. 3d 157, 167 (1958); Houston Texas Gas & Oil 
Corp., 16 F.P.C. 118, 122, 16 P.UR. 3d 333, 339 (1956); 
Kansas Pipe Line & Gas Co., 2 F.P.C. 29, 57-58, 30 
P.U.R. (NS) 321, 34748 (1939); Scripps-Howard Radio 
vy, Federal Communications Commission, 89 App. D.C. 13, 
16, 189 F. 2d 677, 680 (D.C. Cir. 1951). 

It is also clear that proof of the economic feasibility to 
the pipeline of a proposed extension is one of the basic fac- 
tors which are the minimum requirements for a showing 
of public convenience and necessity. Houston Texas Gas 
& Oil Corp., 16 F.P.C. 118, 122, 16 P.U.R. 3d 333, 339 
(1956); Northern Natural Gas Co., 16 F.P.C. 921, 926 
(1956); Texas Eastern Transmission Corp., 14 F.P.C. 38, 
43-44, 9 P.U.R. 3d 389, 396 (1955); Michigan-Wiscon- 
sin Pipe Line Co., 6 F.P.C. 1, 27, 67 P.U.R. (NS) 427, 
452 (1947). 
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The Respondent has consistently examined the economic 
feasibility to a pipeline company of a proposed project in 
certificate proceedings. 

The legislative history of §§ 7(c) and (e) of the Natural 
Gas Act, 15 U. S. C. §§ 717f(c) and (e), as they now 
read, clearly shows that Congress intended that the econom- 
ic feasibility of a proposed extension is an integral part of 
a determination of public convenience and necessity. S. 
Rept. No. 948, 77th Cong., 2nd Sess., p. 2 (1942); H. 
Rept. No. 1290, 77th Cong., Ist Sess., pp. 2-3 (1941); 
Hearings before House Committee on Interstate and For- 
eign Commerce on H.R. 5249 (Amend § 7 of the Natural 
Gas Act), 77th Cong., Ist Sess., p. 6 (1941). 


i. 


Respondent found that the project was uneconomic and 
would cast an undue burden on Northern’s present 
customers. In its attempt to cure this fatal defect, 
Respondent conditioned the certification of the project 
upon contributions in aid of construction being made 
by certain of the distributors. These contributions will 
reduce the revenue deficiencies to Northern by only 
6% in the first three years of service. Respondent’s 
findings that, as a result of its contribution plan, the 
project was feasible and would not cast an undue bur- 
den on present customers are contrary to law and not 
supported by substantial evidence. 


The Respondent found that as a result of the contribu- 
tions in aid of construction ordered by it (or, in the alter- 
native, elimination of certain uneconomic service) the pro- 
posed expansion project would be economically feasible to 
Northern and would not cast an undue financial burden up- 


27 


on present customers (R. 11700, 11701, 11704, 11763). 
It first found, however, that the extensions as proposed by 
Northern were uneconomic and would cast an undue fi- 
nancial burden on Northern’s existing customers (R. 
11700, 11701, 11702, 11704, 11763). This finding was a 
logical condition precedent to the ordering of contribu- 
tions by the proposed distributors in order to “enhance” 
the feasibility of the entire project (R. 11704) and to 
“ameliorate in some degree the pronounced revenue de- 
ficiencies” (R. 11763). 

The Respondent specifically acknowledged in various 
ways that the extensions as proposed by Northern were not 
economically feasible and would cast an undue burden on 
existing customers (emphasis added ‘pelow): 


(1) One of the issues was “whether various communi- 
ties proposed to be served will return so little of Northern’s 
costs that they will increase the financial burden upon 
Northern’s existing customers” (R. 11695); 


(2) Respondent characterized its order of July 31, 
1959, as providing for “elimination of certain uneconomic 
service or for alternative contributions by the distributors in 
the communities involved” (R. 11700); 


Io &, 


(3) Respondent concluded that Northern’s “project will 
be feasible particularly after the provisions we shall now 
discuss for customers who may not pay their proper share 
of Northern’s cost of service” (R. 11701); 
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(4) Respondent rejected Northern’s “new town policy” 
as an economic feasibility test and found that “a branch 
line should be shown to be feasible before a time so remote 
as the fifth year in order not to burden existing customers” 
(R. 11701); 


28 


(5) Respondent stated that Northern’s branch-line ex- 
tension policy “should be strengthened sufficiently” to re- 
quire certain costs to be covered (R. 11702); 


(6) Respondent found that “As a result of the applica- 
tion of the principles expressed above [the contribution 
plan] * * * Northern’s return on the incremental facili- 
ties will be improved; and the feasibility of the entire proj- 
ect will be enhanced” (R. 11704); 


(7) Respondent required that “branch lines with in- 
sufficient revenues” make certain partial contributions (R. 
11704); 


(8) Respondent stated that “as a result of the elimina- 
tions or contributions required by this order, it would ap- 
pear that no undue burden will be placed on the present 
customers” (R. 11704); 


(9) Respondent found “we would not be justified 
in permitting service that would endanger this [North- 
ern’s] financial integrity or throw an undue burden, that 
would ultimately be evinced by higher rates, on communi- 
ties already served” (R. 11763); 


(10) Respondent spoke of its contribution plan as a 
new method “to ameliorate in some degree the pronounced 
revenue deficiencies” of the extensions as proposed (R. 
11763); 


(11) Respondent found that its contribution plan 
“will represent a reasonable amelioration of revenue de- 
ficiencies” and would enable it to “avoid denying service 
completely to the revenue deficient communities” (R. 
11763). 
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The factual inquiry here, therefore, is this: did the Re- 
spondent’s contribution plan cure the uneconomic aspects 
of the proposed extensions and remove the undue burden 
upon existing customers which resulted from the project 
as proposed by Northern? This inquiry is best pursued by 
looking at the expansion project as proposed by Northern, 
on the one hand, and the effect of the contribution plan 
ordered by the Respondent, on the other. 


A. The expansion project as proposed by Northern 
would result in revenue deficiencies to Northern 
of from $17,642,422 to $21,268,893 for the first 
three years of service. 


The evidence on the effect of the expansion as proposed 
by Northern falls into three general categories: rate of re- 


turn evidence, revenue deficiency evidence and evidence 
comparing Northern’s proposed extensions with its exist- 
ing pipeline system. 

The evidence on the subject of rate of return to be earned 
by Northern was introduced by Northern (Exhibit Nos. 49, 
50, 162—Docket No. G-17,485; Exhibit Nos. 161 and 
172—Docket No. G-17,486) and Petitioner Council Bluffs 
Gas Company (Exhibit No. 184—both dockets overall). 

Exhibit Nos. 49, 50 and 161 (R. 5096, 5097, 8487-88) 
are of no value to measure the rate of return on the ex- 
tensions as proposed by Northern because they include re- 
tail revenues from Northern’s distributing arm, Peoples 
Natural Gas Division. Only the wholesale revenues charged 
by Northern to Peoples Division for gas sold are available 
to pay Northern’s pipeline cost of service. These exhibits 
therefore overstate Northern’s revenues and commensur- 
ately overstate Northern’s rate of return. 
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Respondent stated (R. 11700): “Northern estimates that 
in the third year of service to the 342 communities it will 
earn in excess of a 6-12 % rate of return on its entire system 
although the rate of return on incremental facilities to be 
constructed in the two dockets will be somewhat short of 
this”. The facts do not support this statement.” Exhibit 
No. 57 (R. 5332-60)" introduced by Northern, cannot be 
used to support the Respondent’s statement quoted above. 
Although Exhibit No. 57 purports to show what Northern’s 
overall system-wide rate of return will be after the addition 
of the facilities proposed in both dockets for the first three 
years of service, the exhibit is incomplete and incorrect: 
“Incomplete” because it does not include the 24 additional 
communities which were added to Docket No. G-17,486: 
“incorrect” because (1) it overstates Northern’s revenues 
(and therefore its rates of return) by using Peoples Division 
retail revenues, and (2) it does not contain the adjust- 
ments for the changes in estimates of sales which were 
made by the proposed distributors. 

Northern introduced no exhibits which showed its sys- 
tem-wide rate of return after the addition of the facilities 
applied for in both Docket Nos. G-17,485 and G-17,486 
without the inclusion of Peoples Division retail revenues. 
The two exhibits which did not overstate its revenues and 
rate of return by using the retail revenues of Peoples Divi- 
sion—Exhibit Nos. 162 (R. 8489) and 172 (R. 8521)— 


3° This statement is wholly untenable in view of the fact that North- 
ern filed an application for an increase in rates on June 26, 1959, 
in F.P.C, Docket No. G-19,040 about five weeks before Opinion No. 
324 was issued. The application requested an increase in Northern’s 
rates of approximately $10,000,000 to cover revenue deficiencies in 
the cost of service on its existing system and did not include any 
revenue deficiencies from the proposed expansion in these two dockets. 


31 See “Statement of Case”, pp. 3-21, above. 
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showed incremental rates of return of far less than 6-44 %. 
Exhibit No. 162 shows the incremental rate of return for 
the Docket No. G-17,485 facilities as 5.66% in the third 
year of service. Exhibit No. 172 shows the incremental rate 
of return for the Docket No. G-17,486 communities as 
4.20% in the third year of service. If the proposed exten- 
sions to serve the Minnesota Iron Range area are not built, 
the incremental rate of return for the third year of operation 
of the Docket No. G-17,486 communities will be even low- 
er. Of the 243 communities whose certification is being 
contested here, 239 or 98% are contained in Docket No. 
G-17,486. 

The evidence on the matter of the revenue deficiencies 
to Northern which would have resulted from the ex- 
pansion as proposed by Northern is contained in Exhibit 
Nos, 184 (R. 8565-74) and 185 (R. 8575-95) and 
the respective accompanying testimony of witnesses John 
W. Fleer (R. 3576-83) and Terrence P. O’Brien (R. 
3588-3600). 

Exhibit No. 184 and the testimony of witness Fleer 
showed that the certification of the facilities contained in 
both dockets would result in revenue deficiencies of $21,- 
268,893 for the first three years of service (R. 8567). This 
revenue deficiency included $3,626,471 for the cost of 
gathering the gas required by the new communities (R. 
8568, L. 7, col. (c) plus R. 8569, L. 8, col. (c) plus R. 
8570, L. 8, col. (c)). The revenue deficiencies were de- 
termined after giving credit for the excess revenues gener- 
ated by the branch lines which were estimated to return 
revenues to Northern above their cost of service. 

Exhibit No. 185 and the testimony of witness O’Brien 
showed that the certification of the extensions as proposed 
by Northern would be deficient in revenues by $17,642,422 
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for the first three years of service (R. 8577, L. 1, cols. 
(b)-(d)) exclusive of the cost of gathering the gas for the 
new communities. These revenue deficiencies are also “net” 
deficiencies and reflect the excess revenues over cost of 
service which will be paid to Northern by some of the com- 
munities. Exhibit No. 185 illustrates the effect of the reve- 
nues deficiencies on Northern’s present customers by show- 
ing the effect on Petitioner Minneapolis Gas Company. 
The share of this revenue deficiency which would af- 
fect Petitioner Minneapolis Gas Company would be in 
proportion to its percentage of purchases from Northern 
(R. 3825). Depending upon whether Northern’s reve- 
nue deficiencies would be calculated on contract demand 
volumes or annual sales volumes, the amount of the revenue 
deficiencies which would have to be borne by the customers 
of Petitioner Minneapolis Gas Company alone would 
range as follows (R. 8577, Lines 5 and 6, cols. (b)-(d); 
R. 3591-93): 
Year of Operation 


First Second Third 


Contract Demand Basis $1,460,486 $1,015,500 $731,212 
Annual Volume Basis $ 965,308 $ 679,049 $492,937 


The revenue deficiencies to Northern will be increased 
by $953,020 per year® (a minimum of $2,859,060 for the 
first three years of operation) if the proposed extensions to 
serve the Minnesota Iron Range area are not included. 

It must be noted that no one introduced any testimony 
or exhibits in the proceedings below to challenge or dis- 
prove the revenue deficiencies shown in Exhibit Nos. 184 
and 185 or the testimony of witnesses Fleer and O’Brien. 
This is not surprising, however, because the revenue defi- 


32 See Footnote 19, p. 12, above. 
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ciencies to Northern were calculated by these witnesses from 
the cost and revenue evidence introduced by Northern it- 
self. The function of Exhibit Nos. 184 and 185 is to collect 
the cost and revenue data necessary to determine the eco- 
nomic feasibility of the expansion project to Northern and 
present it in a form to give a consolidated and complete pic- 
ture of the economics of the entire project. 

The uneconomic aspects of the expansion as proposed 
by Northern were also signaled by Schedule 6 of Exhibit 
No. 184 (R. 8572) and the accompanying testimony of 
witness Fleer (R. 3582) which compare Northern’s invest- 
ment in its pipeline system before the addition of the pro- 
posed 342 communities with that needed in the first and 
third years to serve the 342 communities. The proposed ad- 
ditions in both dockets equal $688 in the first year and 
$454 in the third year of total investment per Mef of daily 
contract demand volumes as compared with Northern’s pre- 
expansion system average of $255 per Mef (R. 3582)— 
an increase of 170% and 78% respectively. The proposed 
third year investment in branch lines south of Farmington, 
Minnesota, is $279 per Mef of daily contract demand vol- 
umes as compared with Northern’s pre-expansion system 
average of $41 per Mcef (R. 8572)—an increase of 580%. 

The expansion project as proposed, therefore, would 
have these results for Northern: excessively low rate of 
return, large revenue deficiencies and an unusually large 
investment in proposed facilities per unit of sales when 
compared with its investment per unit of sales in its exist- 
ing system. This was the situation in which Northern was 
willing to serve all 342 communities regardless of the im- 
pact on its rate of return, and, the Respondent found that 
the proposed expansion was not economically feasible. 
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B. The Respondent did not cure the uneconomic as- 
pects of the proposed expansion or remove the 
undue burden which would be cast upon the pres- 
ent customers of Northern. 


In order “to ameliorate in some degree the pronounced 
revenue deficiencies” of the proposed extensions, the Re- 
spondent “employed a new method of requiring as a condi- 
tion of the certificate granted to Northern that capital con- 
tributions be made for that portion of the branch lines and 
metering stations unsupported by revenues” (R. 11763). 
The Respondent found that, as a result of the contribu- 
tions ordered by it, all but system-wide incremental fixed 
costs would be covered, the expansion project would be 
economically feasible and “it would appear that no undue 
burden will be placed on present customers” (R. 11704). 

An analysis of the workings and effect of the Respond- 
ent’s contribution plan conclusively shows that its findings 
and statements regarding the feasibility of the expansion 
project as conditioned are unsupported by and contrary to 
the facts of this case. 

Appendix C hereto shows the calculation of the effect 
that Respondent’s contribution plan will have on the reve- 
nue deficiencies to Northern which would result from the 
expansion as proposed. Respondent ordered the distribu- 
tors in the “Appendix B” and “Appendix C” communities 
to make contributions toward the construction of certain 
branch lines and measuring stations in the total amount 
of $2,353,599: $544,811 by the “Appendix B” communi- 
ties (R. 11733) and $1,808,788 by the “Appendix C” 
communities (R. 11734). These contributions cannot be 
applied directly to decrease the annual revenue deficiencies 
to Northern because the contributions are toward the cost 
of construction. The effect of the contributions is to reduce 
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Northern’s rate base (total net investment in property)— 
the contributions will therefore reduce the revenue defici- 
encies only by the savings made in the cost of service for 
the proposed communities as a result of the smaller rate 
base. A reduction in Northern’s rate base will decrease 
the following cost items in the cost of service for the pro- 
posed communities: depreciation, return, federal income 
taxes and state income taxes. 

Appendix C hereto calculates the reduction in the reve- 
nue deficiencies by computing the decrease in these four 
cost items attributable to the lowering of Northern’s rate 
base by the contributions. 

The result of the contributions ordered by Respondent 
will be to decrease the revenue deficencies to Northern by 
only 6% or $1,032,108 for the first three years of service 
(Appendix C hereto—L. 9, col. (e)). The revenue defi- 
ciencies to Northern for the first three years will be reduced 
from $17,642,422 to $16,610,314 if the cost of gathering 
the gas for the new communities is excluded (Appendix C 
hereto—L. 11, col. (e)). If the cost of gathering the gas 
for the new communities is included, the revenue deficien- 
cies to Northern for the first three years of service will be 
reduced by 4.85% from $21,268,893 to $20,236,785. 

Appendix D hereto graphically compares (1) the reve- 
nue deficiencies to Northern which would result from the 
expansion project as proposed, with (2) the decrease in 
these revenue deficiencies which will be made as a result 
of the application of the Respondent’s contribution plan 
set forth in Opinion No. 324, and (3) the revenue deficien- 
cies to Northern remaining after the small savings made by 
Respondent’s contribution plan. This graph illustrates the 
heart of Petitioners’ appeal: the proposed expansion pro- 
gram would have resulted in revenue deficiencies to North- 
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ern which were so large that the Respondent found that the 
expansion was uneconomic because of the undue financial 
burden which would be placed upon Northern’s present 
customers; Respondent’s contribution plan makes only a 
token reduction (6% for the first three years) in these reve- 
nue deficiencies; that which was uneconomic before the 
contributions is still uneconomic after such an insignificant 
decrease in the revenue deficiencies; the undue burden 
which would be cast upon the present customers before 
Respondent’s contribution plan remains afterward; if 100% 
of the revenue deficiencies will cast an undue burden upon 
Northern’s present customers, then 94% of the revenue de- 
ficiencies will cast that same undue burden. 

If the project to serve the Minnesota Iron Range area 
is not included, the revenue deficiencies to Northern from 
the proposed expansion would be increased notwithstand- 
ing the contributions required by Opinion No. 324. 


Revenue deficiencies before contributions $17,642,422 


Reduction in revenue deficiencies due to 
contributions 1,032,108 
Revenue deficiencies after contributions $16,610,314 


Add to revenue deficiencies if the propos- 

ed extensions to serve Minnesota Iron 

Range area are not included because of 

the inability of Iron Ranges Natural 

Gas Co, to comply with the conditions 

imposed in the certificate granted to it 

(R. 11712, E (ii))—(loss of $953,020 

excess revenues per year for three years) 2,859,060 
Revenue deficiencies after contributions 

but if the extensions to the Minnesota 

Iron Range area are not included $19,469,374 
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Thus, the revenue deficiencies to Northern will be at least 
$1,826,952 greater than they were when the Respondent 
found that the proposed expansion was uneconomic, if the 
Iron Range project is not included. 

The Respondent concluded that as a result of the con- 
tributions ordered by it, the proposed communities would 
pay all costs other than main line fixed costs (R. 11702, 
11704, 11763).** This conclusion is incorrect and contrary 
to the facts of this case. The contributions ordered do not 
cover what the Respondent said they would, After an ap- 
plication of Respondent's contribution plan the proposed 
communities will not cover “all costs other than system- 
wide fixed costs” (R. 11704). 

This matter is illustrated by Appendix E hereto which 
applies Respondent’s contribution plan to an “Appendix 
B” branch line, Denison, Iowa.* The Denison branch line 
as proposed by Northern would be $16,480 short of cover- 
ing its third-year branch line cost of service including the 
measuring station cost of service (L. 8, col. (b)). It would 
be $127,870 short of paying its third-year total cost of 
service including main line incremental fixed costs (L. 8, 
col. (c)). The contributions ordered by the Respondent 
decrease the revenue deficiency on the branch line cost of 
service by 39% and by 5% on the total cost of service (L. 
16, cols. (b) and (c)). The revenue deficiencies remaining 
after the contributions will be $9,977 on the branch line 


33 Petitioners have referred to these costs as “main line incremental 
fixed costs” because they will be incurred by Northern in the con- 
struction of additional new main line facilities necessary to serve 
the proposed communities. These new main line facilities would not 
be built but for the service to the proposed communities. 


The Denison, Iowa, branch line would serve nine communities. The 
contributions ordered by Respondent would have to be paid by the 
distributors in these communities. 


38 


cost of service (L. 15, col. (b)) and $121,367 on the 
total cost of service (L. 15, col. (c)). 

The Respondent recognized the shortcomings of its con- 
tribution plan and attempted to justify them by stating in 
its Order of September 18, 1959, that they were only “ap- 
proximations”: 


“Tt is true that we stated that upon the basis of these 
contributions the revenues from each of the proposed 
branch lines would be sufficient to cover the branch 
line costs and the measuring station costs. This was 
obviously an approximation only, and, in view of the 
many variables introduced in considering market and 
revenue estimates for a projected period of three years 
any test of feasibility by its very nature, can be nothing 
more than an approximation.” (R. 11763) 


* * * & * 


“* -%® * the contributions are in any case approxi- 
mate and plainly fall short of covering the entire cost 
of service, as noted above, including main-line [in- 
cremental] costs.” (R. 11765) 


Petitioners have no quarrel with Respondent’s resort to the 
use of “approximations” in attempting to cure the uneco- 
nomic aspects of Northern’s proposals. They disagree, how- 
ever, with these approximations when the result is to leave 
the present customers of Northern saddled with a minimum 
of 94% of the revenue deficiencies for the first three years 
of service which existed when the proposed expansion was 
found not economically feasible. 

The primary reason why the Respondent’s contribution 
plan makes such a meager reduction in the revenue defi- 
ciencies to Northern and, therefore, does not remove the 
undue burden on present customers is because it ignores 
the main line incremental fixed costs. Respondent express- 
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ly recognized the fact that these costs were not being cover- 
ed (R. 11702, 11704, 11763, 11764, 11765). The langu- 
age used was misleading, however, insofar as it emphasiz- 
ed “fixed costs” or “main-line costs” and neglected to state 
that these costs are incremental costs which would not be 
incurred if service were not extended to the proposed com- 
munities. The situation with these main line incremental 
fixed costs is the same as in the case of branch line and 
metering station costs—all are necessary solely for the pro- 
posed extensions and but for the new communities, the ex- 
penditures would not be made. 

The effect of Respondent’s ignoring main line incremen- 
tal fixed costs is to disregard approximately $59,202,480 
or 52% of the total construction costs of the entire project. 

The Respondent attempted to justify its disregard of the 
main line incremental fixed costs by stating that “in most 
cases such incremental costs would be indeterminable or 
could not be assigned to particular branch lines” (R. 
11764). This statement is incorrect. The record shows that 
the main line incremental fixed costs for the new com- 
munities amount to an average of $31.14 per Mef of con- 
tract demand volumes (R. 8574, L. 13)*—this figure 
was derived from Northern’s own cost figures and is un- 
challenged. It is a relatively simple matter to compute the 
main line incremental fixed costs for each community by 
multiplying the number of Mcf of contract demand volume 
of the community times the $31.14 figure. 

No studies were made to show Northern’s rate of return 
or compare its investment in the proposed facilities after 
the contributions ordered by Respondent. The effect of the 
contributions will be to reduce the revenue deficiencies to 


35 Witness O’Brien rounded this average to $30.00 per Mef of contract 
demand volumes (R. 3596; 8578, L. 3). 
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Northern by such a small amount that only minor changes 
would be made in Northern’s rate of return on or invest- 
ment in the facilities as originally proposed. 


C. Importance of this case to the present and future 
customers of Northern. 


Petitioners emphasize the importance of this case to 
themselves and to the other present customers of North- 
ern. Aside from the large revenue deficiencies which will 
result from the Respondent’s action and which will have to 
be paid by them, there is a real need for a lawful and 
realistic test of economic feasibility on Northern’s system. 
Northern has pending the requests from “over 200” towns 
(R. 3329) for gas service—the decision in this case will 
undoubtedly serve as a precedent for future expansion proj- 
ects. 

Some of the proposed communities in this case appar- 
ently have applied for gas service “a number of times in 
the past” (R. 11763). The development of a proper test 
of economic feasibility will benefit new communities seek- 
ing gas service as well as present customers. If a proper test 
of economic feasibility were available, these new communi- 
ties could tailor their applications for service accordingly 
and be saved the expense and disappointment which comes 
from “shooting in the dark” as they have had to do in the 
past. 

It follows that any revenue deficiencies to a pipeline 
which result from an expansion of its service will appear in 
a subsequent application for a rate increase by the pipe- 
Jine.** By the time that the application for a rate increase 


38 Within six months after Respondent issued its order on September 7, 
1956, in Northern Natural Gas Co., 16 F.P.C. 921 (1956), granting 
a certificate for Northern’s extension of service to Aberdeen, South 
Dakota, Northern filed a rate increase application in F.P.C. Docket 
No. G-12,153. 
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is filed, however, there is little or nothing that can be 
done to improve the economic feasibility of the new com- 
munities—that must be done in the certificate proceeding 
before the extensions are constructed and service begun. 
This matter is emphasized by the legislative history of the 
present language ot §§ 7(c) and (e) of the Natural Gas 
Act, 15 U.S.C. §§ 717f (c) and (e), (H. Rept. No. 1290, 
77th Cong., Ist Sess., pp. 2 -3(1941)): 


“Section 7(c) at present in force [under the Act 
of June 21, 1938] regulates competition in the public 
interest by preventing uneconomic extensions and al- 
lowing those extensions which are in the public inter- 
est and in accord with the policy of the statute; but it 
so regulates only in case of extension to ‘a market in 
which natural gas is already being served by another 
natural-gas company’. The present section consequent- 
ly allows unregulated competition in extension and 
even economic waste in the construction of new inter- 
state natural gas pipe lines by natural gas companies 
subject to the Natural Gas Act in all other cases. Such 
a natural gas pipe line, as soon as it is constructed, it 
should be noted, comes within the Commission’s jur- 
isdiction and is subject to regulation as a facility used 
for the transportation of natural gas in interstate com- 
merce. Obviously adequate regulation of such pipe 
lines, when constructed, requires that the Commis- 
sion also have jurisdiction to regulate construction 
and initial financing. By the unregulated construction 
of a pipe line, uneconomic construction, or inflated 
costs may make proper regulation of operation there- 
after difficult or practically impossible. The Bill 
when enacted will have the effect of giving the Com- 
mission an opportunity to scrutinize the financial set 
up, the adequacy of the gas reserves, the feasibility 
and adequacy of the proposed services, and the char- 
acteristics of the rate structure in connection with the 
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proposed construction or extension at a time when 
such vital matters can readily be modified as the 
public interest may demand. Without such authority, 
the Commission may find itself confronted with a situa- 
tion where it must either accept conditions which ap- 
pear undesirable in the public interest, or require, sub- 
sequent to construction, changes which may have 
more serious practical consequences than they would 
have had if they had been made before the public 
was asked to finance the enterprise.” (Emphasis add- 
ed.) 


Protection of the present service to the existing custom- 
ers is a matter for fundamental concern by the Respondent 
in the issuance of a certificate of public convenience and 
necessity. See Panhandle Eastern Pipe Line Co. v. Federal 
Power Commission, 232 F. 2d 467, 471 (3rd Cir. 1956); 
Michigan-Wisconsin Pipe Line Co., 6 F.P.C. 1, 27, 67 
P.U.R. (NS) 427, 452 (1947). Yet Respondent ignored 
this fundamental consideration and arbitrarily found that 
as a result of the contributions ordered the proposed ex- 
tensions were economically feasible and would not cast an 
undue burden upon the present customers of Northern. 
These findings are contrary to law and not supported by 
substantial evidence.” 

The analysis of the provisions and function of the Nat- 
ural Gas Act in Atlantic Refining Co. v. Public Service 
Com’n of N. Y., 360 U.S. 378, 388-92, 79 S. Ct. 1246, 
1253-55, 3 L. Ed. 2d 1312, 1319-21 (1959) is directly ap- 


37 “Substantial evidence is more than a mere scintilla. It means such 
relevant evidence as a reasonable mind might accept as adequate to 
support a conclusion.” Consolidated Edison Co. v. National Labor Re- 
lations Board, 305 U. S. 197, 229, 59 S. Ct. 206, 217, 83 L. Ed. 126, 
131 (1938). For an extensive discussion of what constitutes “substantial 
evidence” see United States v. Watkins, 73 F. Supp. 216, 220-21 
(S.D.N.Y. 1947). 


43 


plicable to the facts of this case. There the court was con- 
cerned with the economic effect on the ultimate con- 
sumer of gas purchases; here the economic effect of a 
pipeline expansion is involved. Congress intended that 
natural gas would be sold for ultimate consumption 
at the lowest possible reasonable rate consistent with 
maintenance of adequate service in the public inter- 
est. In view of the framework of the Act, the initial certifi- 
cation of a proposal under § 7 of the Act as being re- 
quired by the public convenience and necessity becomes cru- 
cial. Certification in the instant case is of vital importance 
not only to Petitioners but also to distributing companies 
and consumers of natural gas in future proceedings of this 
nature because in it the ground rules of the requirement of 
economic feasibility as to extensions into new territory by 
a pipeline presently serving existing customers are being 
evolved. If Respondent’s findings that the requirement of 
economic feasibility is met by evidence showing that an 
extension will have large revenue deficiencies ad infinitum 
is correct, the requirement of economic feasibility has been 
read out of the law to the detriment of the existing custom- 
ers. See Public Service Commission of New York v. F ederal 
Power Commission, No. 459, U.S. Sup. Ct., Dec. 14, 1959 
(28 U.S. Law Week 3188). 


CONCLUSION 


Petitioners therefore respectfully request, for the fore- 
going reasons, that (1) the Respondent’s Opinion No. 324 
and accompanying order issued July 31, 1959, and its or- 
der issued September 18, 1959, be set aside insofar as they 
grant Northern a certificate of public convenience and nec- 
essity to serve those communities listed in Appendix B 
hereto; and, (2) these proceedings be remanded to Re- 
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spondent with directions to formulate a lawful and realistic 
test of economic feasibility to be applied to those communi- 
ties listed in Appendix B hereto and to condition the cer- 
tification of said communities upon their meeting of said 
test of economic feasibility so that no undue financial bur- 
den will be cast upon the gas consumers served by Peti- 
tioners or other present customers of Northern. 


Dated January 11, 1960. 
Respectfully submitted, 
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GEORGE C. MASTOR 
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APPENDIX A 
RELEVANT PARTS OF STATUTE INVOLVED 
Natural Gas Act 


Sec. 7. (c) No natural-gas company or person which 
will be a natural-gas company upon completion of any 
proposed construction or extension shall engage in the 
transportation or sale of natural gas, subject to the juris- 
diction of the Commission, or undertake the construction 
or extension of any facilities therefor, or acquire or oper- 
ate any such facilities or extensions thereof, unless there is 
in force with respect to such natural-gas company a certi- 
ficate of public convenience and necessity issued by the 
Commission authorizing such acts or operations: Provided, 
however, That if any such natural-gas company or prede- 
cessor in interest was bona fide engaged in transportation 
or sale of natural gas, subject to the jurisdiction of the 
Commission, on the effective date of this amendatory Act, 
over the route or routes or within the area for which ap- 
plication is made and has so operated since that time, the 
Commission shall issue such certificate without requiring 
further proof that public convenience and necessity will be 
served by such operation, and without further proceedings, 
if application for such certificate is made to the Commis- 
sion within ninety days after the effective date of this 
amendatory Act. Pending the determination of any such 
application, the continuance of such operation shall be 
lawful. 

In all other cases the Commission shal] set the matter 
for hearing and shall give such reasonable notice of the 
hearing thereon to all interested persons as in its judgment 
may be necessary under rules and regulations to be pre- 
scribed by the Commission; and the application shall be 
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decided in accordance with the procedure provided in sub- 
section (e) of this section and such certificate shall be is- 
sued or denied accordingly: Provided, however, That the 
Commission may issue a temporary certificate in cases of 
emergency, to assure maintenance of adequate service or 
to serve particular customers, without notice or hearing, 
pending the determination of an application for a certifi- 
cate, and may by regulation exempt from the requirements 
of this section temporary acts or operations for which the 
issuance of a certificate will not be required in the public 
interest. 


* * bd * * 


(e) Except in the cases governed by the provisos con- 
tained in subsection (c) of this section, a certificate shall 
be issued to any qualified applicant therefor, authorizing 


the whole or any part of the operation, sale, service, con- 
struction, extension, or acquisition covered by the applica- 
tion, if it is found that the applicant is able and willing 
properly to do the acts and to perform the service pro- 
posed and to conform to the provisions of the Act and the 
requirements, rules, and regulations of the Commission 
thereunder, and that the proposed service, sale, opera- 
tion, construction, extension, or acquisition, to the extent 
authorized by the certificate, is or will be required by the 
present or future public convenience and necessity; other- 
wise such application shall be denied. The Commission 
shall have the power to attach to the issuance of the certi- 
ficate and to the exercise of the rights granted thereunder 
such reasonable terms and conditions as the public con- 
venience and necessity may require. 
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APPENDIX B 


LIST OF BRANCH LINES AND COMMUNITIES 
WHOSE CERTIFICATION IS BEING APPEALED 


(those which show a deficiency of revenues in Petitioners’ 
Joint Application for Rehearing—R. 11736-38, Col. 


“!”) 
Barnum, Minnesota 
Braham, Minnesota 
Mora, Minnesota 
Willow River, Minnesota 
Ackley, Iowa 

Alvord, Iowa 

Ames, Nebraska 


Anamosa, Iowa 
Anamosa, Iowa 
Monticello, Iowa 
Hopkington, Iowa 
Langworthy, Iowa 


Anita, lowa 
Adair, Iowa 
Anita, Iowa 


Archer, Iowa 
Arnolds Park, Iowa 
Brayton, lowa 
Bryant, South Dakota 


Calumet, Iowa 


Canistota, South Dakota 


Cascade, Iowa 

Cedar Bluffs, Nebraska 
Ceylon, Minnesota 
Clark, South Dakota 


Clarksville, Iowa 
Clarksville, Iowa 
Plainfield, Iowa 

Shell Rock, Iowa 


Coates, Minnesota 
Conde, South Dakota 
Dawson, Iowa 


Decorah, lowa 
Hazelton, Iowa 
Oelwein, Iowa 
Arlington, Iowa 
Calmar, Iowa 
Clermont, Iowa 
Cresco, Iowa 
Decorah, Iowa 
Edgewood, Iowa 
Elgin, Iowa 
Elkader, Iowa 
Fayette, Iowa 
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Guttenburg, Iowa Emmetsburg, Iowa 
Hawkeye, Iowa Emmetsburg, Iowa 
Lamont, Iowa Graettinger, Iowa 
Lansing, Iowa Terrill, lowa 
Interstate Power Co., M.L.D. Ruthven, Iowa 
Monona, Iowa Wallingford, Iowa 
Ossian, Iowa West Bend, Iowa 
Postville, Iowa Whittemore, Iowa 
Strawberry Point, Iowa 
Sumner, Iowa 

Tripoli, Iowa Endicott, Nebraska 


Waukon, Iowa Farmer, South Dakota 
West Union, Iowa 


Emmons, Minnesota 


: Fertile, lowa 
Denison, Iowa Fertile, lowa 
Defiance, Iowa 
Denison, Iowa 
Earling, Iowa Fostoria, lowa 


Elk Horn, Iowa Fulton, South Dakota 
Irwin, Iowa 

Kimballton, Iowa Germantown, Iowa 
Manilla, Iowa Gilbert, lowa 
Manning, Iowa 
Marine, Iowa 


Hanlontown, Iowa 


Hampton, Iowa 
Hampton, Iowa 


Dike, Iowa Sheffield, Iowa 
Alexander, Iowa 
Chapin, Iowa 
Duncombe, Iowa Latimer, Iowa 
Meservey, Iowa 


Doon, Iowa 


Earlville, lowa 
Hartland, Minnesota 


Elmore, Minnesota 
Elmore, Minnesota 
Buffalo Center, Iowa Hazel, South Dakota 


Hayward, Minnesota 


Holland, lowa 
Holland, Iowa 
Allison, lowa 
Aplington, Iowa 
Bristow, Iowa 
Dumont, Iowa 
Kesley, Iowa 
Parkersburg, lowa 


Howard, South Dakota 
Ithaca, Nebraska 
Jackson, Nebraska 
Jamaica, lowa 
Jefferson, South Dakota 


Kenyon, Minnesota 
Kenyon, Minnesota 
West Concord, Minnesota 


Lawton, Iowa 
Leshara, Nebraska 


Lonsdale, Minnesota 
Lonsdale, Minnesota 
Veseli, Minnesota 


Macedonia, Iowa 
Manchester, Minnesota 


Maquoketa, Iowa 
Maquoketa, Iowa 
Bellevue, Iowa 
Preston, lowa 
Sabula, Iowa 
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Savanna, Illinois 
Medford, Minnesota 
Merrill, lowa 
Millard, Nebraska 
Mineola, Iowa 
Mingo, Iowa 
Missouri Valley, lowa 
Dunlap, Iowa 
Hancock, Iowa 
Logan, Iowa 
Minden, Iowa 
Missouri Valley, lowa 
Neola, Iowa 
Persia, Iowa 
Portsmouth, Iowa 


Shelby, Iowa 
Woodbine, Iowa 


Moneta, Iowa 


Moville, Minnesota 


New Hampton, Iowa 
New Hampton, Iowa 
Tonia, Iowa 


New Hartford, lowa 
Newkirk, lowa 

New Market, Minnesota 
Nickerson, Nebraska 


Oldham, South Dakota 


Onawa, Iowa 
Decatur, Nebraska 
Mapleton, Iowa 
Onawa, Iowa 
Castana, Iowa 
Salix, Iowa 

Sloan, Iowa 
Whiting, Iowa 


Orange Center, Iowa 


Osage, lowa 
Osage, Iowa 
Rudd, Iowa 


Otho, Iowa 
Coalville, Iowa 
Otho, Iowa 


Owasa, Iowa 
Panama, Nebraska 


Panora, lowa 
Linden, Iowa 
Panora, Iowa 


Pipestone, Minnesota 
Baltic, South Dakota 


Colman, South Dakota 


Colton, South Dakota 


Dell Rapids, South Dakota 
Flandreau, South Dakota 


Thlen, Minnesota 
Jasper, Minnesota 
Pipestone, Minnesota 
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Rapidan, Minnesota 
Richland, Nebraska 
Rogers, Nebraska 
Roland, Iowa 


Sac City, lowa 
Arthur, Iowa 
Early, Iowa 
Galva, Iowa 
Holstein, Iowa 
Ida Grove, Iowa 
Lytton, Iowa 
Odebolt, Iowa 
Sac City, Iowa 
Schaller, lowa 


Silver City, lowa 
Stratford, South Dakota 


Stuart, lowa 
Dexter, Iowa 
Earlham, Iowa 
Stuart, Iowa 


Superior, Iowa 
Thor, Iowa 

Trynor, lowa 
Trimont, Minnesota 
Vincent, Iowa 


Waterville, Minnesota 
Morristown, Minnesota 


Waterville, Minnesota 


Winona, Minnesota 


Ta 


Wanamingo, Minnesota 
Zumbrota, Minnesota 


Blooming Prairie, Minnesota 4lexandria, Minnesota 


Chatfield, Minnesota 
Dover, Minnesota 
Elgin, Minnesota 
Ellendale, Minnesota 
Eyota, Minnesota 
Hayfield, Minnesota 
LaCrescent, Minnesota 
LaCrosse, Wisconsin 
French Island, Wisconsin 
Onalaska, Wisconsin 
Shelby, Wisconsin 
Lanesboro, Minnesota 
Lewiston, Minnesota 
Plainview, Minnesota 
Preston, Minnesota 
Rushford, Minnesota 
St. Charles, Minnesota 
Stewartville, Minnesota 
Spring Valley, Minnesota 
Utica, Minnesota 
Viola, Minnesota 
Winona, Minnesota 
Goodview, Minnesota 


Worthington, Iowa 
Yale, South Dakota 


Zumbrota, Minnesota 
Pine Island, Minnesota 


Alexandria, Minnesota 
Browerville, Minnesota 
Long Prairie, Minnesota 
Osakis, Minnesota 


Redfield, South Dakota 
Doland, South Dakota 
Frankfort, South Dakota 
Redfield, South Dakota 


Willmar, Minnesota 
Atwater, Minnesota 
Cokato, Minnesota 
Cologne, Minnesota 
Dassel, Minnesota 
Glencoe, Minnesota 
Grove City, Minnesota 
Howard Lake, Minnesota 
Hutchinson, Minnesota 
Lester Prairie, Minnesota 
Litchfield, Minnesota 
Norwood, Minnesota 
Prior Lake, Minnesota 
Silver Lake, Minnesota 
Waconia, Minnesota 
Willmar, Minnesota 
Winsted, Minnesota 
Young America, Minnesota 


tp'ezo'e $ zez‘azS‘'T $ LLO'E77'T $ ZST*TLE Aq sajouatotjep anuaset 
ay asearUT ASYZANZ PTNOM YOTYM SaTIT 

-ununioo meu ey} JoZ seb 3y3 BuTzeyyeb jo 

sysoD atTqeynqtaaje Atszedoid Jo satsn Toxe 

ale saTOUsTOTZEp eseyuL *OL-89SB"'Y Words 


Pie O19 91S 9zT 9f8'E § 61e S6z's § 698 Slt dl $ #z€ ‘ON uoTutdO Odd &q parynbes 
suoyynqytaquos zaqge AouayoTzep anuassy 


xo ¥8 *9 XP uoytzonper yuso. Jed 
BOT zeo lt § 9t0 PPE $ 9£0 FRE $ SE0 PPE $ uoyzonper TeIOL 
Bz7s ‘2T SLT? 9LT'P 9LT F (z°T'SELTT'Y) = XBT"O xe} auoouT 3329S 
oos ete 00s ’F0T 00S ‘POT 00s ’F0OT (O°T‘'SELTT°Y) Spb’ xed awoout Teleped 
7S6'8St $86 ‘7ST $86 '2ST ps6 ‘7st (s°T'S€ztt-y) RS°9 uinzey 
B71‘ LbZ 91e‘78 91¢'28 9Le'28 $ (P9ZTT'Y) SE uoy ze Toe1deq 
tojazeuy STAeINGTIZAe UOTIONp|r BoTAIeS JO 3S0D 
(vecTT satd c€zT1'd) 
66S €Se 2S suoTyNqy1zqwOo TeIOL 
tyz7e “ON 
uojtutdo oda Aq perzynbez suoyynqyaquoo 
03 anp satoueToTJep enuenezr Jo voTIONpEY 


TIpUpy Lis «VOT OBI HS «SSE GENS $ Soe'zee'e § *98b'LT-D pue SBP‘LT-D “SON 30x900 
ut pesodoid asdyAies uo Aouatotyep enusaAsy 


TeIOL puooes 3saTd 
aesd 


(2) (2) (q) (e) 


98~‘LI-D GNV S8P‘ZT-D “SON Lanxood NI Gasodoud AOTAWAS HOI 
SHIONSIOIaaG SANSA NOdN bZE °ON NOINIdO Odd AG GaUINDAY SNOTINGTYLNOD 40 Loadda 


> xtpueddy 


APPENDIX D 


COMPARISON OF REVENUE DEFICIENCIES TO NORTHERN AND 
CONTRIBUTIONS ORDERED IN FP.C. OPINION NO. 324 


207 — za are 


Py 
pe ee °. 
ANNUAL | CUMULATIVE 


ARS 


MILLIONS OF OOLL 


7,478,869 


3,636,126 


FIRST SECOND THIRD FIRST SECOND — THIRD 
YEAR YEAR YEAR YEAR YEAR YEAR 
TOTAL REVENUE DEFICIENCIES TO NORTHERN BEFORE F.P.C. OPINION 
NO. 324 
TOTAL REVENUE DEFICIENCIES TO NORTHERN AFTER F.P.C. OPINION 
NO. 324 
AMOUNT THAT REVENUE DEFICIENCIES TO NORTHERN WILL BE REDUCED 


4 AS A RESULT OF THE CONTRIBUTIONS ORDERED INFP.C. OPINION NO. 324 
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COUNTERSTATEMENT OF THE QUESTIONS PRESENTED 


In the opinion of respondent, the questions are: 

1. In certificating extensions to a natural gas pipeline sys- 
tem, was the Commission’s finding of public convenience and 
necessity unlawful because the proposed extensions would not 
provide a rate of profit as high as the existing service? 

2, Is evidence that the expanded pipeline system will be 
able to earn an over-all profit of 614% at the gas rates then 
in effect sufficient to support a subsidiary finding of economic 
feasibility of the proposed extensions? 

3. Was there an abuse of discretion invalidating the Com- 
mission’s finding of public convenience and necessity where it 
balanced the interests asserted here of consumers presently 
' served against needs of the public which would be served by 
the extensions? 

re) 


INDEX 
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Argument. am 
I. The statute does not require that every added service be as 
profitable as existing services 
A. Petitioners necessarily assume that “public con- 
venience and necessity’’ requires that for extensions 
to be economically feasible they must be not less 
profitable than the existing service 
B. Petitioners fail to support their theory of economic 
feasibility as an element of public convenience and 
necessity 
C. Petitioners’ theory is contrary to the long established 
meaning of “public convenience and necessity” - - - 
Il. Petitioners’ attempts to retry factual issues reveal no illegal- 
ity of the Commission’s order. 
A. The Commission’s finding of economic feasibility is 
abundantly supported by the record 
B. The finding so supported may not be retried by this 
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III. The Commission properly exercised its discretion in balancing 
the needs for new services against the interests of present 


A. Many intangible factors enter into the weighing of 
the public interests involved 
B. The principal problem is distinct from the conven- 
tional question of economic feasibility. 
C. The instant decision marks a tightening of Commis- 
sion policy on pipeline system expansion. 
1, Adoption of third-year instead of fifth-year 
operations as test. 
2. Inclusion of measuring stations in branchline 


3. Requirement of customer contributions in 
aid of construction 


Iv 
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COUNTERSTATEMENT OF THE CASE 


Petitioners, who are local natural-gas distributors now sup- 
plied by the interstate pipeline system of Northern Natural 
Gas Company, object to an order of the respondent, Federal 
Power Commission (hereinafter, the “Commission”), granting 
Northern certificates of public convenience and necessity for 
system extensions. The reason they object is that in the first 
three years, estimating revenues on the basis of the gas rates 
charged existing customers, the new services will yield a lower 
percentage of profit than Northern’s present service, and they 
apprehend that this will tend to keep the prices to peti- 
tioners somewhat higher than they would otherwise be. 

The orders complained of were an order issued July 31, 1959, 
in Northern Natural Gas Company, et al., Docket Nos. G- 
17485, G-17486, et al. (R. 11687-11719, reported, 22 FPC 
164), which issued the certificates, and an order issued Sep- 
tember 18, 1959, in the same proceedings, denying rehearing 
and modifying the order of July 31 (R. 11762-11767, reported, 
22 FPC 523). The orders disposed of applications Northern 
filed January 12, 1959, for certificates of public convenience 
and necessity pursuant to Section 7 of the Natural Gas Act.’ 

In Docket No. G-17485 Northern proposed to construct 
and operate about 170 miles of 24 and 20-inch pipeline, at an 
estimated third-year cost of $26,316,800,’ so as to, extend its 
existing natural-gas system beyond Minneapolis, Minnesota, 
in a northeasterly direction, to the Cities of Duluth, Minne- 
sota, and Superior, Wisconsin, for the purpose of commencing 
natural-gas service to Duluth and Superior, and to 37 other 


1 Act of June 21, 1938, c. 556, 52 Stat. 821-833, as amended, 15 U.S.C. 
T17-Tliw. 

2 Including an amount of $563,000 to cover the cost to Northern of en- 
larging the Anoka, Minnesota, lateral so that Northern can deliver up to 
48,000 Mcf of Minneapolis Company’s existing contract demand volumes to 
Minneapolis Company at a new town border station to be constructed north 
of Minneapolis (R. 648-653, 4435). 
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communities located along the route of the proposed extension 
(R. 146-7, 8493-94). 

In Docket No. G-17486, Northern proposed to construct 
and operate facilities, estimated to cost about $84,122,190 * in 
the third year, in order to initiate natural-gas service to a total 
of 303 communities in Nebraska, South Dakota, Iowa, Illinois, 
Wisconsin, and Minnesota.‘ These facilities consisted princi- 
pally of 230.3 miles of 24-inch and 30-inch main-line loops, 
51,400 horsepower of additional compression, 2,038.6 miles of 
2-inch to 16-inch branch pipelines and 282 town border meter- 
ing stations (R. 1063, 8505-06, 8517-18). 

Proceedings on those two applications were consolidated 
with a number of other proceedings. The State of Minnesota, 
the Public Service Commission of Wisconsin, and the Illinois 
Commerce Commission intervened, and the Commission per- 
mitted intervention by 47 additional parties (R. 11695). A 
27-day hearing was held April 20-June 18, 1959, at which 3,917 
pages of testimony, 4,703 pages of exhibits, and 450 pages of 
items by reference were received. The applications, pleadings, 
other filings and Commission orders, aggregating 2,696 pages. 


make up the rest of the 11,767-page record certified to this 
Court. 

The intermediate decision procedure was omitted (R. 11662) 
and oral argument was heard by the Commission itself on July 
17, 1959 (R. 11695). 


* after adjustment is made to eliminate the cost of certain main-line 
loops which were proposed by Northern in Docket Nos. G-17485 and du- 
plicated among the facilities proposed in Docket No. G-17486 (R. 1071). 
In its opinion the Commission endeavored to state the cost of facilities for 
each docket (R. 11694) as an independent project and therefore did not 
explain these detailed adjustments, especially in view of the fact that this 
duplication of facilities in the two dockets as originally proposed was 
removed from Northern’s incremental feasibility study presented in Docket 
No. G-17486 (R. 8521). 

“As originally proposed in Docket No. G-17485, the number of commu- 
nities was 39, and in Docket No. G-17486 the number of communities was 
287, making a total of 326. Northern reduced the number of proposed 
communities in Docket No. G-17486 to 279 during the course of the hear- 
ing (R. 1143, 1166-67) and then increased the number to 303 when it 
agreed to serve 24 (R. 2376-77) of the 39 communities proposed by in- 
terveners, thus increasing to $42 the number of communities which Northern 
ultimately agreed to serve in both dockets. 
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After the Commission had issued its order of July 31, 1959, 
which included its opinion and findings, the present petitioners 
filed an application for rehearing (R. 11720-44) and North- 
western Public Service Company, another intervenor, filed a 
motion for reconsideration (R. 11745-61). 

The nature of the showing made at the hearing and the 
decision reached by the Commission, insofar as relevant on 
this review, will be stated in the course of the argument, infra. 


STATUTES INVOLVED 


The relevant parts of Section 7 of the Natural Gas Act, 
supra, p. 1, are set forth in Appendix A to Petitioners’ Brief.* 
Review is invoked under Section 19(b) of that Act and is im- 
properly * sought to be invoked also under Section 10 of the 
Administrative Procedure Act (Act of June 11, 1946, c. 324, 
Section 10, 60 Stat. 243, 5 U.S.C. 1009). 


SUMMARY OF ARGUMENT 


I. Petitioners assume that the “economic feasibility” which 
they contend is a minimum requirement of public convenience 
and necessity means that the additional services for which a 
certificate is sought shall be as profitable as the present 
services. 

But none of the cases they cite stand for that proposition 
or anything more than that various factors, such as economic 
feasibility, must be considered by the Commission. The 
“minimal requirements” referred to in some F.P.C. opinions are 
not legal requirements but expressions of Commission policy 
which it intends to apply in the exercise of its discretion. In 
any event they do not indicate a minimum objective standard 
of what constitutes economic feasibility. 

The one court opinion cited by petitioners, Scripps-Howard 
Radio v. F.C.C., 89 AppDC 13, 17, 189 F. 2d 677, 681, far 


*Pamphlet copies of the Natural Gas Act are lodged with the Clerk for 
the convenience of the Court. 

“F.P.C. v. Colorado Interstate Gas Co., 348 U.S. 492, 500; Magnolia 
Petroleum Co. v. F-P.C., 236 F. 2d 785, 793 (CA5) ; Amerada Petroleum 
Corp. v. F-P.C., 231 F. 2d 461, 465 (CA10) ; United Gas Pipe Line Co. v. 
FP.C., 8 AppDC 314, 181 F. 2d 796, 800, certiorari denied, 340 U.S. 827. 


541622—60——2 


4 


from supporting petitioners’ proposition, is at least strongly 
persuasive against it, for this Court refused to enforce the mini- 
mum requirement of “financial ability” contended for by peti- 
tioner there. 

Numerous court decisions not noticed by petitioners sim- 
ilarly refuse to give effect to claimed minimum requirements 
of elements assumed for the purposes of decision to be elements 
which were properly considered by the Commission in deter- 
mining whether the public convenience and necessity standard 
had been satisfied. National Coal Association v. F.P.C., 89 
AppDC 135, 140, 191 F. 2d 462, 467; Department of Conserva- 
tion of Louisiana v. F.P.C., 148 F. 2d 746 (CAS), certiorari 
denied, 326 U.S. 717; Atlantic Refining Co. v. P.S.C. of N.Y., 
360 US. 378. 

Moreover, the standard of public convenience and necessity 
in the Natural Gas Act was adopted from previous statutes 
going back to the Transportation Act of 1920 and embodies 
the well-recognized principle, established long ago, that not 
every part of a utility’s plant need be equally profitable. All 
that is required is that over-all operations be sufficient to give 
it the net returns it is entitled to. St. Louis and San Francisco 
Railway Co. v. Gill, 156 U.S. 649, 665-666 (1895) ; Puget 
Sound Traction, Light & Power Co. v. Reynolds, 244 US. 574 
(1917). 

II. Freed of petitioners’ equal-profits requirement, the eco- 
nomic feasibility factor looks to protection against impair- 
ment of the financial ability of the public utility to continue 
its service. So understood the record here abundantly sup- 
ports the Commission’s subsidiary finding of economic feasibil- 
ity. The supporting evidence is pointed out, its sufficiency 
explained, and possible questions anticipated. 

Petitioners’ effort to obtain a retrial of that finding should 
be rebuffed, because of the inadequacy of the factual basis for 
their contentions, which we point out, the error of the assump- 
tion that new services must be as profitable as existing services, 
and the repeated decisions against judicial retrial of factual 
questions committed to Commission judgment. J CC. Vv. 
Parker, 326 U.S. 60, 65; United States v. Pierce Auto Freight 
Lines, 327 US. 515, 535-536; Panhandle Eastern Pipe Line 
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Co. v. F.P.C., 232 F. 2d 467, 473 (CA8), certiorari denied, 352 
U.S. 891, and cases there cited; Charlestown & Western 
Carolina Railway Co. v. F.P.C., 98 AppDC 241, 243, 234 F. 
2d 62, 64. 

III. It may be that petitioners are contending additionally 
or alternatively that, while there is no legal requirement that 
the new service be as profitable as existing service, the Com- 
mission abused its discretion in finding these new services eco- 
nomically feasible. 

If so, Commission decision of such a question cannot be 
any mathematical comparison of the gas needs of the part of 
the public awaiting service with the price interests of the 
part heretofore served. Some of the major premises under- 
lying the exercise of such judgment are: the 14 dilution 
of any burden cast on the old business by the new; the absence 
of any threat that the price effect will be so serious as to affect 
the volume of gas sold, or work any hardship; the absence of 
any alternative gas supply for the communities awaiting serv- 
ice; the advantages of natural gas service; the inequity of 
protecting those now enjoying natural gas against any slight 
price effects when such protection means continued depriva- 
tion of gas to other communities who have never enjoyed it; 
and the principle that public necessity does not mean indis- 
pensably requisite. 

There is no definitive body of law or organized body of 
knowledge to guide the selection and weight to be given these 
or other premises, and the Commission, proceeding on an ad 
hoc basis, has been gaining experience. 

The problem, in this context is not the conventional one of 
economic feasibility. What was termed by the Commission 
“branch line economic feasibility” (R. 11701, et seg.) became a 
process of appraising the relative profitableness of the new 
with existing services, and the degree of burden that might be 
cast on the old business. Petitioners misread the Commis- 
sion’s language, in contending that the Commission impliedly 
found the proposed extensions economically infeasible. On 
the contrary, it categorically found them economically feasible 
and went on to weigh the effect of their somewhat lower rate 
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of profit with the other factors entering into the overall public 
convenience and necessity. 

The present decision represents a tightening of Commission 
policy in granting such certificates in three respects: (1) adop- 
tion of third-year operations, instead of fifth-year, to test 
‘profitableness; (2) inclusion of measuring stations with branch 
lines in determining the sufficiency of third-year revenues to 
meet their costs of service plus the cost of gas and out-of-pocket 
main-line costs, and possibly, in the aggregate, to provide 
something in addition toward main-line fixed costs; and (3) 
requirement of proportionate customer contributions on 
branches not satisfying that test. 

The contributions were required and imposed to “amelio- 
rate”, not eliminate, the profit deficiencies (R. 11763). Even 
so, their effect is not to be judged solely on the basis of their 
first three years’ effect, as petitioners assume, for their benefit 
continues constant for the life of the facilities while the de- 
ficiencies decline sharply, beginning with a 28% decrease in 
‘the second year. Short of their claim that the contributions 
must fully offset the profit deficiencies, so that the existing 
customers will be as well off as though the new business were 
as profitable as the old, petitioners offer no basis for improving 
upon the Commission’s judgment that with the stipulated con- 
tributions no undue burden will be cast on the old business. 

In any event improvement on Commission judgment is 
not the function of this Court under the provision of Section 
19(b) that “the finding of the Commission as to the facts, if 
supported by substantial evidence, shall be conclusive”. 


ARGUMENT 


Petitioners’ only objection to the Commission’s order issuing 
certificates of public convenience and necessity for Northern’s 
proposed extensions of its pipeline system is confined to the 
Commission’s subsidiary finding of economic feasibility (Pet. 
Br. 23): 

The sole issue in this case concerns the requirement 
of the economic feasibility to Northern of the 
proposed expansion as part of a showing of public con- 
venience and necessity under § 7 of the Natural Gas Act, 
15 U.S.C. § 717f. * * * 
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The force of their objection depends upon (I) the validity 
of petitioners’ position on the meaning and effect of the ele- 
ment of economic feasibility in the statutory concept 
of public convenience and necessity; (II) the factual correct- 
ness of their contentions as to the sufficiency of the findings 
and record on that element. We show that both premises are 
insufficient and the objection doubly unfounded. We also 
show (III) that the Commission properly exercised its dis- 
cretion in balancing the needs for new services against the 
interests of present consumers. : 


I. The statute does not require that every added service be as 
profitable as existing services 


A. Petitioners necessarily assume that “public convenience and necessity” 
requires that for extensions to be economically feasible they must be not 
less profitable than the existing service 


Petitioners do not directly define the “economic feasibility” 
which they say (Br. 25) “is one of the basic factors which are 
the minimum requirements for a showing of public conven- 
ience and necessity”. Instead they appear to adopt the mean- 
ing of the term which they ascribe to the Commission when 
they claim that it found “that the extensions as proposed by 
Northern were uneconomic”. To support that claim they cite 
“various ways” in which, they say, the Commission “acknowl- 
edged” that the extensions “were not economically feasible” 
(Pet. Br. 27). In their attempts to show this (Pet. Br. 27- 
28), petitioners repeatedly equate any lower rate of profit 
than that expected of existing service with lack of economic 
feasibility. For it is perfectly clear that what the Commis- 
sion was talking about, in the language quoted by petitioners, 
was a relatively low rate of profit from the extensions, not 
the absence of profit.’ In speaking of “revenue deficient” 
services and services that “will return so little of Northern’s 
costs that they will increase the financial burden upon North- 
ern’s existing customers” (Pet. Br. 27-28) it was using the 


We discuss later the lack of justification for petitioners’ claim that in 
these quotations, or anywhere, the Commission “acknowledged” or found 
that the extensions as proposed were not economically feasible. See infra, 
pp. 36-89. 
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customary utility regulatory terminology in which “cost” of 
service includes not only operating expenses, depreciation 
charges, etc., but profit (i.e., an assumed return on net invest- 
ment, at a fair rate) together with the federal and state income 
taxes paid to net that profit.’ The term “revenue deficiencies” 
refers to the amounts by which revenues from the new services 
would be insufficient to equal such “costs” of service. See 
eg., R. 11762; 8569-8570; Pet. Br., App. E, p.-10a, line 8. 

That petitioners mean by the term “not economically feasi- 
ble” that the extensions will not be as profitable as present 
services is shown by their statement (Pet. Br. 30-31) that the 
extensions they are contesting in Docket G-17485 had been 
shown, after necessary adjustments, to yield, a third-year in- 
cremental rate of return or profit, of 5.66 percent, and, in 
Docket No. G-17486, 4.20 percent, which they describe as “far 
less than 614 percent”. 

At no time have petitioners conceded that any of the exten- 
sions here involved might properly be certificated except under 
conditions that would insure that in the aggregate the third- 
year revenues from the extensions would be in excess of the 


incremental cost of service as measured by petitioners’ branch- 
line formula.” Their witness did concede that revenue defi- 


* profit, thus viewed, is the cost (or “hire”) of the money needed by the 
enterprise to produce the services rendered, and so included with other 
costs. 

* If only the 17 branch lines approved by the petitioners in their Exhibit 
185 (R. 8591-8595) had been certificated, there would have been an excess 
of fifth-year, branch-line revenues over incremental cost of service, includ- 
ing $30 per Mcf toward paying main-line costs, of $2,905,404. Even if 
petitioners’ claimed additional, fifth-year costs of $2,375,217 were to be 
applied against this $2,905,404 figure, there would still be an excess of 
revenues over deficiencies of $530,187 (R. 3623). However, petitioners did 
not adhere to their approval of only 17 branch lines in their application for 
rehearing. This change of position may be seen by comparing the revenue- 
deficient communities listed in Appendix 4 of their application for rehear- 
ing (R. 11736-11738) with the communities listed in Appendix B of their 
brief (discussed at pp. 21, 31, 43-44). Appendix B does not list and there- 
fore apparently approves of authorizing the 41 branch lines shown with 
excess revenues in column (1) of Appendix 4, Le. those having dollar 
amounts not in parentheses. The application for rehearing, “* * * For 
purposes of illustration * * *” (R. 11727), employed a minimum require- 
ment of 50 percent of the incremental main-line costs which, petitioners 
say, is $31.14 per Mef (Pet. Br. 39). Petitioners’ application for rehearing - 
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cient services might be certificated to the extent that such 
deficiencies did not exceed the amount of the excess revenues 
of other services certificated, because under that kind of bal- 
ancing of excess revenues against revenue deficiencies, no 
burden would be cast on petitioners by such certificating of 
extensions (R. 3643). Unless this balancing of excesses against 
deficiencies were done, he conceded that his position meant 
that the only services petitioners would not object to certifi- 
cating would be those with excess revenues which would “* * * 
help us * * * by tending to lower our own costs” (R. 3633). 


B. Petitioners fail to support their theory of economic feasibility as an ele- 
ment of public convenience and necessity 


Petitioners cite no authority to support the legal proposi! 
tion on which, as we have shown, their factual argument must 
ultimately depend, i.e., that an added. service must be incre- 
mentally as profitable as present service to existing customers 
in order to be “economically feasible” and meet the statutory 
concept of public convenience and necessity. Indeed, they 


switched to the third year for testing the communities “* * * to be con- 
sistent with the Commission’s * * *” use of the third year in its opin- 
lon (R. 11727). Although petitioners claim that this switch to $15 per 
Mct “* * © is exceedingly generous * * *” (R. 11728), this “generosity” 
4g open to question when it is realized that: (1) petitioners recalculated 
the revenues for some branch lines at the relatively “untilted” rates used 
by the Commission in its opinion (R. 11707-11708) which resulted in lower 
total revenues in some cases than Northern had previously used in its 
exhibits; (2) petitioners used third-year revenues,.which are lower. than 
the fifth-year revenues used in Exhibit 185; and (3) petitioners also added 
as part of the costs to be carried by the branch lines an additional 20 per- 
cent of the initial measuring-station investment which had previously been 
considered a part of the $30 per Mcf main-line incremental cost used in 
Exhibit 185. But apart from the question of “generosity”, if the excesses 
im revenues shown for all ‘the branch lines listed in column (1) of Appen- 
dix 4 to the application for rehearing (R. 11736-11738) are totaled, the 
result is $5,087,876 after paying all costs of service about which. petitioners. 
said “* * * The assessment of any lesser portion of the incremental main- 
line fixed costs to new customers would, without more, result in an undue 
burden being placed on existing customers * * *” (R. 11728). Since the 
application for rehearing discussed feasibility on a third-year basis, pre- 
sumably petitioners could not claim against the aforementioned $5,087,376 
an offset of their $2,375,217 of additional fifth-year costs which they al- 
leged would have resulted if only the 17 branch lines they originally 
approved of in Exhibit 185 had been certificated (R. 8591-8592, 3623). 
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do not even address their principal legal argument (Pet. Br. 
24-26) to that proposition. None of the cases they there 
cite” stands for more than the general proposition that eco- 
nomic feasibility must be considered in determining whether 
the public convenience and necessity requires the proposed 
services. And there is no issue as to that, for petitioners are 
not suggesting that the Commission failed to consider economic 
feasibility. 

Petitioners appear to argue, however, that there is some 
undefined, minimal, judicially enforceable requirement of 
“economic feasibility” as one of the conventional elements of 
public convenience and necessity, and that this, somehow, sup- 
ports their position (Pet. Br. 24-26). But the concept of 
minimal requirements seems to have originated and to have 
been used primarily as a hortatory expression of Commission 
policy, or notice to future applicants of the policies they might 
expect the Commission would try to follow in exercising the 
discretion vested in it by the statutory concept of “public 
convenience and necessity”. 

Thus, in the leading F.P.C. certificate case, Kansas Pipe Line 
& Gas Co., 2 FPC 29 (1939), the Commission made what has 
come to be regarded ” as the classical statement of the conven- 
tional factors considered in determining public convenience 
and necessity, within the meaning of Section 7(c) of the 
Natural Gas Act before its amendment in 1942. In that 
opinion, the Commission made plain that of the seven factors 
it mentioned, some were no more than areas of inquiry, with 
no objective “proof” mark indicated or even practicable. 
Thus the sixth factor, particularly pertinent here, was (2 FPC 
at p. 54): 


* © * applicants shall present to us for our considera- 
ation a study of fixed charges to be met. 


a 

* Transcontinental Gas Pipe Line Corp., 20 FPC 264, 270; Houston Texas 
Gas & Oil Corp., 16 FPC 118, 122; Kansas Pipe Line & Gas Co., 2 FPC 29, 
87-58; Northern Natural Gas Co., 16 FPC 921, 926; Texas Eastern Trans 
mission Corp., 14 FPC 38, 43-44; Michigan Wisconsin Pipe Line Co., 6 FPC 
4, 27; Scripps-Howard Radio v. F.C.C., 89 AppDC 13, 16, 189 F. 2d 677, 680. 

3 ee MMinots Natural Gas Co. v. Central Iinots P.S. Co., 314 U.S. 498, 
509, note 2, where the Supreme Court recapitulates the F.P.C.’s statement 
in the Kansas Pipe Line case of inquiries taken into consideration under 
the statutory standard. 


li 
And the seventh (2 FPC at p. 55): 


* * * applicants shall then present to us for our con- 
sideration proposed schedules of rates to be charged by 
applicants, comparisons of these proposed rates with 
rates presently charged by those other natural-gas com- 
panies whom we have found are already serving the 
territories sought to be served by applicants [*], and 
estimates of revenues to be anticipated under such rates. 


Others of the factors there set forth are of a more mechanically 
exact nature, e.g., financibility (2 FPC at p. 52) : 


* * * applicants for certificates of convenience and 
necessity should show that they possess adequate finan- 
cial resources with which to construct the facilities for 
which certificates are sought. 


= Section 7(c) read as follows at that time, Act of June 21, 1938 ; Public 
Law No. 688 (H.R. 6586), 75th Cong., 3d Sess., c. 556, 52 Stat. 821, 825: 

“(c) No natural-gas company shall undertake the construction or ex- 
tension of any facilities for the transportation of natural gas to a market 
in which natural gas is already being served by another natural-gas 
company, or acquire or operate any such facilities or extensions thereof, or 
engage in transportation by means of any new or additional facilities, or 
sell natural gas in any such market, unless and until there shall first have 
been obtained from the Commission a certificate that the present or future 
public convenience and necessity require or will require such new con- 
struction or operation of any such facilities or extensions thereof: Pro- 
vided, however, That a natural-gas company already serving a market may 
enlarge or extend its facilities for the purpose of supplying increased 
market demands in the territory in which it operates. Whenever any 
natural-gas company shall make application for a certificate of convenience 
and necessity under the provisions of this subsection, the Commission shall 
set the matter for hearing and shall give such reasonable notice of the 
hearing thereon to all interested persons as in its Judgment may be neces- 
sary under rules and regulations to be prescribed by the Commission. In 
passing on applications for certificates of convenience and necessity, the 
Commission shall give due consideration to the applicant's ability to render 
and maintain adequate service at rates lower than those prevailing in the 
territory to be served, it being the intention of Congress that natural gas 
shall be sold in interstate commerce for resale for ultimate public consump- 
tion for domestic, commercial, industrial, or any other use at the lowest 
possible reasonable rate consistent with the maintenance of adequate serv- 
ice in the public interest.” 


841622—60-—3 
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And gas supply, as to which applicants should (2 FPC at p. 
40): 

* * * show that they possess a’ supply of natural gas 
adequate to meet those demands which it is reasonable 
to assume will be made upon them. 

“From the foregoing contrasting examples, it is plain that 
while the Commission was saying that a showing as to eco- 
nomic feasibility should be made, it was not attempting to lay 
down a minimum requirement to be satisfied by that showing. 
Only factors such as those relating to financibility and gas 
supply can be regarded as having been stated in such a way as 
to constitute objective minima. Hence when the Commission 
went on in that opinion to discuss “minimum requirements”, 
it can have included economic feasibility among such “mini- 
mum requirements” only in the sense that the burden is on 
the applicant to make its showing on that subject (2 FPC at 
p. 55): 

In attempting to resolve the question whether present 
or future public convenience and necessity requires or 
will require the construction or operation of proposed 
facilities for the transportation or sale of natural gas, 
we have discussed various factors upon which we believe 
applicants for certificates must make adequate showing 
before we can act favorably upon their applications. 
These factors we consider in the nature of minimum 
requirements upon which applicants must make a 
favorable showing, for we feel that these minimum re- 
quirements must be met if the public convenience and 
necessity is to be adequately served by the construc- 
tion or operation of the proposed facilities. In the 
absence of any statutory definition of the term “public 
convenience and necessity” we feel that the imposition 
of these minimum standards is entirely reasonable and 
consonant with the Congressional intent in enacting the 
Natural Gas Act. Cf. Federal Radio Commission v. 
Nelson Bros. Bond & Mortgage Co., 289 US. 266. 


ic) 


But even so, the Commission there added a caveat which 
indicated that the minimum ‘requirements to which it referred 
were not legal minima (2 FPC at p. 56): 


We are aware that the term “public convenience and 
necessity” is not susceptible of precise definition. Judi- 
cial decisions interpreting the phrase are in conflict. 
We believe that any definition of the term must funda- 
mentally have reference to the facts and circumstances 
of each given case as it arises. See San Diego & Coro- 
nado Ferry Co. v. Railroad Commission of California, 
292 Pac. 640. 


The only other instance in any of the Commission’s deci- 
sions cited by petitioners where the Commission has referred 
to “minimal requirements” was in Transcontinental Gas Pipe. 
Line Corp., 20 FPC 264, 270-271, in the passage which peti- 
tioners quote (Br. 24-25). In that decision the controverted 
question was whether a price condition should be imposed, 
There was no question of economic feasibility and there was 
no denial of a certificate or imposition of a condition, so that 
the reference to minimal requirements must be regarded as @ 
precautionary dictum. 

The one court decision cited by petitioners in this part of 
their brief is Scripps-Howard Radio v. F.P.C., 89 AppDC 
13, 16, 189 F. 2d 677, 680, which arose under the “public con- 
venience, interest, or necessity” clause of the Communications 
Act, 47 U.S.C. 307(a). This Court, with an opinion by Judge 
Fahy, there affirmed the FCC’s holding that it was not required 
to consider financial ability of two competing applicants for 
a broadcasting license on a comparative basis (89 AppDC at 
p. 17, 189 F. 2d at p. 681): ae 

i Appellant’s greater financial strength is demonstrated 

by both evidence and findings. This was considered. 
No more is required. The award need not go to the 
stronger. Appellant does not so contend, but does urge 
that the evidence left the Cleveland Company’s finan-: 
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cial situation in such doubt as to involve public risk in 
awarding the permit to that Company. This, however, 
is contrary to a judgment made by the Commission on 
adequate evidence. * * * 


Thus the Court there refused to hold that there was a mini- 
mum requirement of “financial ability” which as a matter of 
law the FCC must require. The decision would seem to be at 
least strongly persuasive against petitioner’s contentions in 
the present case. 

Numerous cases not noticed by petitioners are of similar 
effect. One is this Court’s decision in National Coal Associa- 
tion v. F.P.C., 89 AppDC 135, 140, 191 F. 2d 462, 467.* 
There, with an opinion by Judge Bazelon, the Court refused 
to hold that on an application for a certificate under Sections 
7(c) and 7(e) of the Gas Act, the Commission must give sep- 
arate and independent status to claimed elements, even though 
they were elements which well may be part of the complex out 
of which the Commission’s judgment as to public convenience 
and necessity arises (89 AppDC at p. 140, 191 F. 2d at p. 467): 


Comirg now to the merits, petitioners say that before 
the Commission can grant a certificate of necessity, 
it must consider as separate and independent elements 
(1) the effect of issuance of the certificate upon com- 
peting fuels and transportation and related labor inter- 
ests, and (2) the relation of the project to conservation 
of natural gas. Although considerations such as those 
suggested by petitioners may well be part of the com- 
plex out of which the Commission’s judgment as to 
“public convenience and necessity” arises, they are no- 
where made standards governing the issuance or denial 
of certificates. Even if the Act be construed to confer 
a right upon competing fuels and transportation to 
participate in Commission proceedings and to vindicate 


* In quoting from the Commission’s opinion in Transcontinental Gas Pipe 
Line Corp., 20 FPC 264, 270, petitioners (Br. 24) omit the Commission’s 
citation of the National Coal Association case, without indicating the 
omission. 
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the public interest on review, it does not follow that 
the interests of such groups in retention of markets may 
bar issuance of a certificate found to satisfy the explicit 
criteria furnished by § 7(e) of the Act.* That section 
provides that: 


* * * * * 


The Commission found that the certificate applicant 
“Gs able and willing properly to do the acts and to per- 
form the service proposed” and further, that the pro- 
posed construction and operation “are required by 
public convenience and necessity.” These findings 
satisfy the statutory requirements and “if supported 
by substantial evidence, shall be conclusive.” * 


*Of, Federal Communications Commission v. Sanders Brothers 
Radio Station, 309 U.S. at pages 475-476 * * * 
*15 U.S.C. § 717r(b). 

The Fifth Circuit has similarly refused to hold that an ele- 
ment, which it assumed it was the Commission’s duty to con- 
sider in determining whether the public convenience and neces- 
sity required a proposed service, constituted a minimum re- 
quirement which, if not satisfied, would make the Commis- 
sion’s issuance of a certificate “contrary to law”. Department 
of Conservation of Louisiana v. F.P.C., 148 F. 2d 746, 750 
(CAS), certiorari denied, 326 U.S. 717. 

The recent CATCO and Transco cases,“ in which Commis- 
sion orders certificating producers’ sales of gas to interstate 
pipelines were remanded to the Commission, sharply under- 
score the fact that the nature and effect of the elements of 
public convenience and necessity are not matters of law. For 
the Supreme Court, while it spoke strongly in remanding the 
cases, was careful not to prescribe a legal minimum standard 
for the element which was there questioned, i.e., consumer 
price protection. It simply enforced the requirement of a 


* Atlantic Refining Co. v. P.S.C. of N.Y. 300 U.S. 378; P.S.C. of N.Y. 
v. F.P.C., —— U.S. ——, Nos. 459, 473, decided December 14, 1959. 
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careful Commission consideration of that factor, by pointing 
out the necessity for (360 U.S. at p. 391) “a most careful 
scrutiny and responsible reaction to initial price proposals of 
producers under § 7.” The Court refused to hold that a mini- 
mum requirement for rates had to be met, when it refused to 
apply in that certificate case the just and reasonable standard 
of the rate sections of the Act as contended for by petitioners 
there (ibid.). Cf., Oklahoma Natural Gas Co. v. F.P.C., 103 
AppDC 256, 261, 257 F. 2d 634, 639, certiorari dismissed, 358 
US. 948. 

Returning at the conclusion of their brief to their attempt to 
establish their premise that “public convenience and neces- 
sity” means that additional services can be authorized only if 
they are economically feasible to the extent of being as profit- 
able as the services presently rendered by the company to its 
existing customers, petitioners finally argue no more than 
(Pet. Br. 42-43) : 

Protection of the present service to the existing cus- 
tomers is a matter for fundamental concern by the 
[Commission] in the issuance of a certificate of public 
convenience and necessity. * * * 


and cite four cases, all of which also fail to support the propo- 
sition upon which petitioners’ objection depends. 

The first case is Panhandle Eastern Pipe Line Co. v. F.P.C., 
232 F. 2d 467, 471 (CA3), where the “present service to its exist- 
ing customers” which the Court held the Commission had 
properly given considerable weight, was the maintenance of 
physical supply of gas, involving no question of relative costs 
of service or relative profitableness. 

The second is Michigan-Wisconsin Pipe Line Co.,6 FPC 1, 
27, where the Commission merely states generally that the 
“economic effect of the proposed project upon the present and 
potential gas consuming public in the area affected must also 
be considered * * *”. This plainly falls short of providing 
support for petitioners’ position, for they are asking the Court 
to do much more than require consideration of the economic 
feasibility—they don’t deny that the Commission did that; 
they object to the results of its consideration. 
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Atlantic Refining Co. v. P.S.C. of N.Y., 360 US. 378, 388- 
392 (CATCO), which petitioners claim to be analogous, in 
that it involves an economic effect (through the rate), has al- 
ready been shown (supra, pp. 15-16) to fall short of supporting 
the proposition petitioners must establish. P.S.C. of N.Y. v. 
FP.C., —— US. —, Nos. 459, 473, decided December 14, 
1959, was a per curiam decision going no further than CATCO, 
supra. 

Not only does petitioners’ argument thus fail to establish 
the necessary legal premise for their factual objections, but 
the position of Minneapolis Gas Company, one of the pe- 
titioners, on another aspect of the order complained of, actually 
belies that premise. Minneapolis Gas is a beneficiary under 
the same order it here attacks in that the Commission imposed 
a condition to the issuance of the certificates (R. 11712) grant- 
ing the request of Minneapolis Gas that Northern’s Anoka 
branch line be enlarged (R. 156-158, 185, 11108-11116) at a 
cost of $704,000 toward which Minneapolis Gas will volun- 
tarily contribute $141,000 (R. 653). Eventually it is reason- 
able to expect that the enlargement will prove beneficial to 
Northern’s other customers (R. 2463-2465, 2475), but for 
several years it will solely benefit Minneapolis Gas (R. 653). 
In the third year alone, e.g., Northern’s net additional invest- 
ment of $563,000 in that enlargement will cause its cost of 
service to be increased by $93,000.% But there will be no 
initial offsetting increase in revenues because the gas to be 
delivered through the enlarged Anoka branch line to Min- 
neapolis Gas at the new northern “city gate” is part of that 
company’s present contract demand of 275,000 Mef per day, 
all of which will continue to be sold by Northern at the regular 
Zone 3 rate, as heretofore. If every new service were com- 
pelled to pay its own way on an incremental basis without 
being permitted to shift any of the burden of resulting in- 
creased cost to others, as petitioners contend, then it would 


¥ Obtained by adding $563,000 to the inevstment in the Anoka, Minnesota, 
branch line as shown on sheet 1 of Appendix 4 of petitioners’ application 
for rehearing (R. 11736) and making the necessary adjustments in columns 
(e) and (f) for the resulting increase in the cost of service on the Anoka 
branch line in the same manner as the costs of service were computed 
by petitioners without the net additional investment of $563,000. 
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have been unlawful for the Commission to allow Minneapolis 
Gas its requested enlargement of the Anoka branch line and 
new northern delivery point because of its present lack of 
profitableness (in fact, complete loss at the outset, of the full 
$93,000 of added cost of service). 


C. Petitioners’ theory is contrary to the long established meaning of “public 
convenience and necessity” 
The Commission tersely rejected petitioners’ equal-profits 
theory (R. 11704): 


* * * it would be impossible to regulate a utility or 
for a utility to engage in business if every segment of 
its business had to earn the same rate of return. 


This is a sound reflection of a long established utility regu- 
latory concept, embodied in the standard of public convenience 
and necessity which was used in the similar certificate provi- 
sions of the Motor Carrier Act (49 U.S.C. 306-308), the Com- 
munications Act of 1934 (47 U.S.C. 214) and the Interstate 
Commerce Act (49 U.S.C. 1 (18-20)). 

Section 307(a) of the Motor Carrier Act (49 U.S.C. 307(a)) 
governing certification of motor carrier services by the Com- 
merce Commission is virtually identical with Section 7(e) of 
the Gas Act which directly derives from it.* Section 307(a) 
provides that: 


** * 4 certificate shall be issued to any qualified 
applicant therefor, authorizing the whole or any part 
of the operations covered by the application, if it is 
found that the applicant is fit, willing, and able prop- 
erly to perform the service proposed and to conform to 
the provisions of this chapter and the requirements, 
rules, and regulations of the Commission thereunder, and 
that the proposed service, to the extent to be authorized 
by the certificate, is or will be required by the present or 


“«“The proposed amendment to section 7 follows, in general, the legisla- 
‘tive scheme of the sections of the Motor Carrier Act of 1935 governing 
certificates of public convenience and necessity. * * *” Hearings before the 
House Committee on Interstate and Foreign Commerce on H.R. 5249 
(Report of Federal Power Commission), 77th Cong., 1st Sess., p. 82; S. 
Rept. No. 948, 77th Cong., 2nd Sess. pp. 5, 20; H. Rept. No, 1290, 77th 
Cong., 1st Sess., p. 2. 


19 


future public convenience and necessity; otherwise 
such application shall be denied * * *. 


The language of Section 307(a), in turn, had its origin in 
antecedent legislation going back to the Transportation Act of 
1920. In Interstate Commerce Commission Vv. Parker, 326 
USS. 60, 65; the Court said: 

Public convenience and necessity is not defined by the 
statute. The nouns in the phrase possess connotations 
which have evolved from the half-century experience 
of government in the regulation of transportation. 
When Congress in 1935 amended the Interstate Com- 
merce Act by adding the Motor Carrier Act, it chose 
the same words to state the condition for new motor 
lines which had been employed for similar purposes for 
railroads in the same act since the Transportation Act of 
1920, § 402 (18) and (20), 41 Stat. 477. Such use indi- 
cated @ continuation of the administrative and judicial 
interpretation of the language. Cf. Case v. Los Angeles 
Lumber Co., 308 U.S. 106, 115. * * * 


Early cases established the principle that has ever since 
guided regulation, that not every part of a utility’s plant must 
be equally profitable, and that all that is required is that the 
overall operations of the utility be sufficient to give it the net 
returns to which it is entitled. 

St. Louis and San Francisco Railway Co. v. Gill, 156 US. 
649, 665-666 (1895); Puget Sound Traction, Light & Power 
Co. v. Reynolds, 244 US. 574 (1917); Atlantic Coast Line 
Railroad Co. v. North Carolina Corporation Commission, 206 
US. 1, 26-27 (1907) ; Willcoz v. Consolidated Gas Co., 212 US. 
19, 54 (1909); Cf., Michigan Consolidated Gas Co. v. F.P.C., 
203 F. 2d.895, 901 (CA3). 

The Gill case, supra, involved an Arkansas statute, which 
provided that passenger fares could not exceed 3 cents per 
mile and that for each overcharge there was to be a penalty 
of $300 payable to the passenger. Gill brought an action to 
recover the penalty for several overcharges. One of the rail- 
road’s defenses was that the portion of its road over which 
the plaintiff was carried was highly expensive to construct, 

941622—60—+4 
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maintain, and operate and that the costs on this portion of its 
line exceeded the maximum allowed by the act in question. 
Overruling this defense, the Supreme Court held (pp. 665- 
666): 
* * * the correct test was as to the effect of the act on 
the defendant’s entire line, and not upon that part 
which was formerly a part of one of the consolidating 
roads; that the company cannot claim the right to earn 
a net profit from every mile, section, or other part into 
which the road might be divided, nor attack as unjust 
a regulation which fixed a rate at which some such part 
would be unremunerative; that it would be practically 
impossible to ascertain in what proportion the several 
parts should share with others in the expenses and re- 
ceipts in which they participated; and, finally, that to 
the extent that the question of injustice is to be deter- 
mined by the effects of the act upon the earnings of the 
company, the earnings of the entire line must be esti- 
mated as against all its legitimate expenses under the 
operation of the act within the limits of the State of 
Arkansas. 


In the Reynolds case, supra, The Public Service Commission 
of the State of Washington had ordered the street railway to 
continue through service on three of its suburban routes which 
were not profitable. The effect of the order was to make the 
railway transport passengers directly to the business district 
of Seattle, Washington, rather than their having to transfer 
to other cars going to the business district. The company 
claimed that since these suburban routes didn’t pay, it was 
confiscatory for the Commission to require through service on 
non-paying routes. The Court upheld the Commission’s 
order, pointing out that the revenues on the overall operations 
of the company were quite adequate to give the company “net 
returns over and above operating expenses, taxes and depre- 
ciation” and that the fact that some of the suburban routes 
didn’t pay their way, and probably never would, didn’t make 
any difference (244 U.S. at p. 580). 

Where the Courts have isolated a part of a utility’s business, 
it has always been where the particular services involved were 
so differentiated from other services rendered by the utility as 
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to make classification of services, allocation of costs, and special 
rates reasonable. See e.g., Northern Pacific Railway Co. v. 
State of North Dakota, ez rel., 236 U.S. 585, 596-597; Brooks- 
Scanlon Co. v. Railroad Commission of Louisiana, 251 US. 
396. And, of course, where a particular service may involve 
such @ financial drain as to raise the cost of securing capital 
needed for other services, a different question is raised. See 
e.g., Colorado v. United States, 271 U.S. 153; Transit Com- 
mission v. United States, 284 U.S. 360, 


Il. Petitioners’ attempts to retry factual issues reveal no 
illegality of the Commission’s order 


Economic feasibility is a relatively simple factor in the statu- 
tory concept of public convenience and necessity, when not 
encumbered with the requirement, which petitioners unwar- 
rantedly seek to read into it (supra, pp. 7-21), that the per- 
centage of profit on every new customer must be as high or 
higher than that realized from existing customers. Essen- 
tially it poses the question: will undertaking the new services 
“adversely affect the public interest—as where it might impair 
the financial ability of the public utility to continue its service 
cast upon other consumers an excessive burden, or be unduly 
discriminatory.” *” Or as the Commission put it (R. 11763): 
“Clearly it is necessary that Northern’s financial integrity be 
maintained * * *”. 

Northern supported its applications for certificates with esti- 
mates of revenues from the new services at the prices it was 
currently collecting from its present customers.* It tendered 
data to show that, with those revenues and the added costs 
of providing the new services, the expanded system as a whole 
would still earn in excess of the 614% rate of return which 


* The quoted language is taken from F.P.C. v. Sierra Pacific Power Co., 
350 U.S. 348, 355, where it is used in a context which is quite different, 
except for one common consideration, namely, that the public utility there, 
as Northern here, was willing to initiate the service on the terms under 
consideration, and the question was what nature or extent of public 
interest warrants regulatory interference. 

™R. 211, 238. Those prices were being charged subject to the outcome 
of the still pending rate case, Northern Natural Gas Company, Docket No. 
G-15335. 
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the prices were intended to provide for the present sys' Ras 

If this could be established, the economic feasibility of the 
expanded enterprise would be plain. For marketability of its 
gas on its expanded system at prices more than adequate to 
cover all costs of the entire system and provide a rate of profit 
higher than the Commission had ever found reasonable for 
Northern” would plainly demonstrate, so far as practicable 
without converting a certificate case into a rate case, that 
with the added burden of the new services Northern will still 
be able to continue successful operation. 

We turn first, then, to the record support for the expanded 
system rate of return in excess of 644%. Following that we 
shall discuss briefly petitioners’ efforts to get this Court to 
reweigh other evidence against the evidence relied upon by 
the Commission. 


*» The 644% rate of return assumed in this proceeding is, in effect, illus- 
trative only. If, for example, a fair rate of return is in fact 6% instead 
of 634%, the appropriate reduction in the present system prices, which 


point in rate of return for the present system wo 

return for the expanded system of that 6%. In other words, adjustment 
of prices to produce a specified change in the intended rate of return on 
the present system will cause the use of those adjusted prices to produce 
the same change in the expanded system rate of retarn, because of the 
sufficiency of present system profits to offset the lower rate of profits op 
the new services. 

Any burden shifted to the old business will be diluted 1 to 4. The new 
services will aggregate about one-fifth the total of the present services. 
They will add 230,899 Mcf of contract demand (R. 2978-80), or 17%, to 
a salable capacity of 1,341,209 Mcf per day, bringing the total expanded 
system salable capacity to 1,572,108 Mcf in the third year of the new service 
(R. 2459, 4180, 2980). On an annual volume of sales they will add 
$2,001,353 Mcf in the third year, or 20%, to the 402,727,000 Mcf volume 
prior to the applications (BR. 3062). On a cost-of-service basis they will 
add $83,786,767 to a total of $141,864,070 (Exhibit 9, Schedule 1, column 
(g), line 39, R. 4254), or 23.8%. The $33,786,767 is the total of $9,064,324 
in G-17485, adjusted for adoption of customer’s contract demand estimates 
and retention of Northern’s annual volume estimate (Exhibit 9, Schedule 1, 
column (f) line 39, R. 4254, plus Exhibit 50, lines 10 and 12, R. 5097) 
plus $24,722,443 in G-17486, adjusted for elimination of facilities, Northern’s 
adoption of customers’ estimates, and service to 24 communities, as 
infra, pp. 25, et seq. (Exhibit 172, column (g), line 2, R. 8521). 

The Commission bas never approved a rate of return for Northern 
higher than 6%, the last Commission action approving the level of North- 
ern’s rates having been an order issued May 31, 1957, in Northern Naturat 
Gas Company, 17 FPC 770. 
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A. The Commission’s finding of economic feasibility is abundantly supported 
by the record 


Facing up to the central issue, petitioners begin their attack 
on the sufficiency of the record (Pet. Br. 30) with the con- 
tention that “the facts do not support” the Commission’s 
acceptance (R. 11700) of the estimates showing revenues in 
excess of 614% return on the expanded system in the third 
year of the new services (which the Commission coupled with 
a recognition that “the rate of return on the incremental fa- 
cilities * * * will be somewhat short of this”). 

But petitioners’ short pursuit of that contention overlooks 
Exhibit 181 (R. 8557-8) and supporting Exhibit 180 (R. 8556), 
which were presented by a Commission staff witness (R. 3529- 
25, 3849-53, 3860-1). With the arithmetical adjustments 
necessary to adapt that exhibit, in which a 6% rate of return 
had been used for illustrative purposes,” to reflect a 614% 
rate of return and to correct a possibly erroneous elimination 
of certain duplicating costs (infra, p. 26), Northern’s revenues 
from jurisdictional services on its expanded system during the 
third year of the new services will be $149,498,212, or $1,482,403 
more than its $148,015,809 total “cost” of these services (all 
operating expenses, fixed costs including a 614% profit, 
associated income taxes, etc.).” 

The use of an illustrative rate of return in “cost of service” estimates 
conforms to usual F.P.C. practice. Under that practice when the Com- 
mission, in its final consideration of the entire case resolves the often dis- 
puted question of the fair rate of return, it makes the necessary arithme- 
tical adjustment in the “cost of service” exhibits in the case where the 
rate of return so resolved upon differs from that used in the exhibits. Cf, 
e.g Mississippi River Fuel Corp., 11. FPC 288, 300; Colorado Interstate 
Gas Co., 11 FPC $24, 339-342, 354, 359. 

= The computations involved in adjusting the cost of service shown on 
Une 42, column (b) of Exhibit 181, p. 2 (R. 8558) are shown below: 

$490,540,727— Gross plant (Exhibit 57, line 22, column (e), Schedule 2, R. 
5335) 


—8,951,650— Adjustment for duplication of facilities, (Exhibit 172, line 
8, column (c), R. 8521) 
—424,882— Adjustment for elimination of facilities for communities 
whose distributors no longer desire gas (Exhibit 161, line 
14, sheet 2, R. 8488) 
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This evidence abundantly supports the Commission’s ac- 
ceptance of the estimated $1,482,403 excess over system-wide 
cost of service, whether its sufficiency be tested by the simple 
“substantial evidence” rule of Section 19(b) or by that rule 


+11,921,072— Adjustment for additional facilities needed to serve the 
24 additional communities Northern agreed to serve (Exhibit 
170, line 27, R. 8519) 
$498,085,267—Adjusted gross plant (gas plant in service and held for 
future use) 
—156,320,116— Reserves for depreciation and amortization (Exhibit 57, line 
23, column (¢€), Schedule 2, R. 5335) 
+781,100— Adjustment for depreciation for facilities for the “24 towns” 
(Exhibit 170, line 27, R. 8519) 


$340,984,051—Net utility plant 

—810,700—Contributions in aid of construction (Exhibit 57, line 25, 

column (e), Schedule 2, R. 5335) 

+11,652,582— Preliminary working capital: basic figure is $15,864,600 
(Exhibit 57, line 11, column (i), Schedule 5, R. 5338) less 
minimum bank balances of $4,154,900 (R. 3531) with addi- 
tional adjustments for Exhibits 50 (R. 5097), 161 (R. 8488), 
170 (R. 8519), and 172 (R. 8521) 

$351,825,983— Totul preliminary rate base 

—7,129,546— 50% of federal income tux accruals (R. 3531) 

$344,€96,387— Total adjusted rate base 

1,723,482— Additional return of one-half of one percent on $344,696,387 
(adjusted rate base) 

1,913,065— Federal and state income taxes which must be paid on the 
added income necessary to produce $1,723,482 income after 
taxes (111% of $1,723,482; federal and state income taxes 
are 52.62% of return before income taxes, R. 8521, leaving 
47.38% for return after such taxes; such taxes are 111% 
[52.62--47.38] of the return after taxes) 

$3,636,547— Total additional cost of service for increase in rate of return. 
529,130— Adjustment to correct “second” elimination of duplicate 
facilities (R. 3850-51, 3860-61) 
#4165, 677— Total additional cost of service 
Since the jurisdictional portion of the cost of service is 85.45% of the 
total cost of service (obtained by computing what percentage the jurisdic- 
tional costs on line 42, column (b) of $144,456,238 are of total costs shown 
on line 39, amounting to $169,046,195), only 85.45% of the above $4,165,677- 
figure, or $3,559,571, is allocable to the jurisdictional costs: 
$144,456,2838— Jurisdictional costs computed at 6% rate of return (line 
42, p. 2 of Exhibit 181, R. 8558) : 

3,559,571— Additional costs allocable to jurisdictional costs as 

computed above 
$148,015,800— Total jurisdictional cost of service computed at 634% rate 
of return 
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as qualified by the “on the record considered as a whole” clause 
of Section 10(e) of the Procedure Act (60 Stat. 243, 5 
US.C. 1009(e)). See Universal Camera Corp. v. N.L.B.B., 
340 U.S. 474. The exhibit was prepared, presented, and sup- 
ported by the testimony of a qualified (R. 3528-29) staff wit- 
ness * who employed the same method for allocation of costs 
between jurisdictional and non-jurisdictional services as the 
Commission. used in the last controverted Northern rate case 
(R. 3532). Northern Natural Gas Co., 14 FPC 11, affirmed 
sub nom. Interstate Power Co. v. F.P.C., 236 F. 2d 372 (CA8), 
certiorari denied, 352 U.S. 967; cf., Colorado Interstate Gas Co. 
v. F.P.C., 142 F. 2d 943 (CA10), affirmed, 324 U.S. 581, re- 
hearing denied, 325 U.S: 891; Panhandle Eastern Pipe Line Co. 
v. F.P.C., 143 F. 2d 488 (CA8), affirmed 324 U.S. 635; State 
Corp. Com’n of Kansas v. F.P.C., 206 F. 2d 690 (CA8), certi- 
orari denied, 346 U.S. 922, rehearing denied, 347 U.S. 1022. 

Petitioners’ objections that certain of Northern’s exhibits 
do not reflect adjustments which became necessary because of 
changes which took place after the hearing had started—in 
the list of communities to be served, the quantities of gas to 
be supplied, and proper elimination of certain duplications in 
costs (Pet. Br. 30)—do not apply to the Commission’s reliance 
on Exhibit 181. For, with the $529,130 correction which we 
assume arguendo to be proper, as referred to elsewhere (infra, 
p. 26) that exhibit reflects all of those adjustments. 

This is shown by the witness’ uncontroverted statement that 
all costs for his basic Exhibit 180 were taken from Northern’s 
Exhibit Nos. 9, 10, 50, 57, 161, 170, and 172 (R. 3530), inas- 
much as those exhibits included all of those adjustments. 
Exhibit 50 (R. 5097) adjusts for adoption of customers’ con- 
tract-demand estimates but retention of Northern’s annual- 
volume estimates in Docket No. G-17485; Exhibit 161 (R. 
8487-88) adjusts for adoption of customer estimates as to both 
contract demand and annual volumes in Docket No. G- 


*Bven if there had been countervailing evidence, repeated court de- 
cisions have held that it is for the Commission to resolve differences 
between its own staff witnesses and other witnesses. Cities Service Gas 
Co. v. F.P.C., 155 F. 2a 694, 703 (CA10), certiorari denied, 329 U.S. 773, 
rehearing denied, 329 U.S. 882; Pacific P. € L. Co. v. F.P.C., 141 F. 2a 602, 
605 (CA9). 
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174862* Exhibit 161 also adjusts for elimination of facilities 
and services to those distributors who failed to support pre- 
vious requests for service. Exhibit 170 (R. 8519) adjusts for 
Northern’s agreement to serve an additional 24 communities 
proposed by intervenors, which brought the total to 342. As 
for the elimination of certain duplicate costs of main-line 
facilities, the staff’s witness testified (R. 3850-51) that the 
Northern figures he was using did not appear to have elimi- 
nated that duplication, so in his exhibits he had deducted 
$529,130 from Northern’s figures for that purpose. When 
Northern’s counsel claimed (R. 3851) that it could be demon- 
strated that this elimination hr already been made in North- 
ern’s exhibits, the staff’s witness agreed (R. 3851) that, if 
this were the case, the $529,130 should be added back into his 
exhibits. Such a demonstration was never made, but to 
eliminate the issue, we assume, arguendo, that the correction 
should be made and we have done this (supra, pp. 23-24, n. 22) 
in arriving at the $1,482,403 excess referred to above, although 
we do not concede that the record supports the necessity for 
such an additional adjustment (R. 3851, lines 3-6). 

Exhibit 181 also avoids petitioners’ objections (Pet. Br. 29- 
30) to Northern’s Exhibit 57 that “it overstates Northern’s 


* Petitioners imply that customers’ estimates of their needs for gas were 
accepted or rejected, as the case may be, to support Northern’s position 
(Pet. Br. 8, note 9) : “Northern adopted the combination of contract demand 
volumes and annual sales volumes which would show the greatest reve- 
nues to it * * *”. This implication fails to recognize the extensive testi- 
mony showing that the utility customers had not realized that larger 
volumes of gas than they had originally assumed would be available for 
sale on an interruptible basis (R. 968-971; 993A-996). During croes- 
examination the majority of the customers confirmed Northern’s belief that 
they could sell more gas on an annual basis than they had indicated dur- 
ing their direct presentation of evidence (R. 2602-04, 2642, 2704, 2730-31). 
Petitioners’ suggestion that the distributors’ estimates should all have 
been accepted (Pet. Br. 30), whereas the Commission did not accept those 
relating to annual volumes in Docket G-17485, involved a difference in 
resulting rate of return of not more than one one-hundredth of one per- 
cent in the third year (R. 1013). The Commission’s acceptance of North- 
ern’s treatment of the distributors’ estimates increased the third-year 
expanded system rate of return in Docket No, G-17485 four one-hundredths 
of one percent (R. 1015), and in Docket No. G-17486, reduced it by six 
one-hundredths of one percent (R. 2369). These differences are too small 
to be material for present purposes. 
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revenues (and therefore its rates of return) by using Peoples 
Division retail revenues.” “Peoples Division” is Northern’s 
name for its local distribution and retail sales facilities and 
service beginning at the town border stations to which gas 
is brought by its transmission system at numerous points on 
that system (R. 3530). The retail sales made by Peoples 
Division are, of course, not subject to the Commission’s juris- 
diction. Assuming, arguendo, and not conceding, that the 
profits on the non-jurisdictional business may not be looked 
to in determining Northern’s economic ability to carry the new 
services at their limited rate of profit, the record shows that 
(1) the Commission witness excluded the retail sales revenues 
and the costs of operating the Peoples Division * and (2) that 
he allocated the costs of “gas purchased” and other transmis- 
sion system costs between the retail (or non-jurisdictional) 
sales and sales for resale (jurisdictional sales) and excluded 
those allocated to retail sales (Exhibit 181, lines 41-42, R. 
8557) as already referred to (supra, pp. 23-24, n. 22). Hence, 
the excess of $1,482,403 over a 614% rate of return there shown 
is entirely exclusive of Peoples Division retail revenues and 
costs of service. 

Finally, we may point out that petitioners took no exception 
to the receipt of the Commission staff’s exhibits at the hear- 
ing, and are precluded from urging any such objection in this 
Court by their failure to urge it in their application for rehear- 
ing. Sections 19(a) and 19(b) of the Natural Gas Act; Pan- 
handle Eastern Pipe Line Co. v. F.P.C., 324 U.S. 635, 649, 
650; F.P.C. v. Colorado Interstate Gas Co., 348 U.S. 492, 497- 
500; Dayton P. & L. Co. v. F.P.C., 102 AppDC 164, 165, 251 
F. 2d 875, 876, and cases there cited; Magnolia Petroleum Co. 
v. F-P.C., 236 F. 2d 785, 789 (CAS), certiorari denied, 352 
US. 968; Continental Oil Co. v. F.P.C., 247 F. 2d 904, 907-908 
(CA5); Halsted v. S.E.C., 86 AppDC 352, 361, 182 F. 2d 660, 
669, certiorari denied, 340 U.S. 834; cf. City of Pittsburgh v. 
F.P.C., 99 AppDC 113, 121, 287 F. 2d 741, 749; Transamerican 

% As their headings show, Exhibits 180 and 181 (R. 8556, 8577) include 


only “Transmission Division” costs of service, such costs including, hut 
not reaching beyond, the town border stations (R. 3530). 
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Freight Lines v. United States, 51 F. Supp. 405, 412 n. 10 (D. 
Ct. Del). 


B. The finding so supported may not be retried by this Court 


There being abundantly adequate record support for the 
Commission’s finding of economic feasibility, that finding may 
not be retried in this Court. Before calling attention to some 
of the many decisions which clearly so hold, we wish to point 
out some of the plain factual inadequacies of the materials 
relied upon by petitioners. 

Consider, for example, petitioners’ first argument that the 
Commission’s finding of return in excess of 614% for the ex- 
panded system “is wholly untenable in view of the fact that 
Northern filed an application for an increase in rates on June 
26, 1959, in FPC Docket No. G-19040 about five weeks before 
Opinion No. 324 was issued” (Br. 30, fn. 30). That filing 
had requested a rate increase of about $10,000,000, but nearly 
all of that $10,000,000 is attributable either to claimed in- 
creases in the cost of purchased gas or to Northern’s efforts to 
get a return of 634% on its total investment, instead of the 
614% which it used in the present proceeding. Neither of 
these factors was material to the resolution of the issues of the 
present proceeding. Moreover, we think it clear that the mere 
pendency of Northern’s application for an increase, before 
briefing, argument, or decision, cannot be taken as proof of 
any facts upon which such a claim may be based. We think 
that there are limitations to the range of judicial notice (or 
the notice the Commission may take in one proceeding of what 
is pending, but not yet submitted to it for decision, in another 
proceeding) which clearly preclude a decision in this case that 
would depend upon a decision here as to whether the issues 
in that proceeding are or are not what we have suggested they 
are. 
All of the other arguments advanced by petitioners (Pet. 
Br. 31-33) depend upon the legal premise that existing cus- 
tomers of a “natural-gas company” have a right under the 
“economic feasibility requirement” that the company not 
undertake any additional service which is less profitable than 
the services presently being rendered. This, as we have said 
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(supra, pp. 7-21), is not only not shown by petitioners to have 
any foundation in law, but is clearly erroneous. If their legal 
premise were correct, it would mean that customers like those 
in Minneapolis, Omaha, and Council Bluffs, who have for years 
had the benefit of natural gas at rates based on the low costs 
of earlier years, are entitled to be perpetuated in their rela- 
tively favored position. It would mean, moreover, that they 
are entitled to that protection even though other potential 
customers like those in Duluth, Superior, Cedar Bluffs (Ne- 
braska), Jefferson (South Dakota), and Merrill (Iowa) must 
go without natural gas to prevent any chance that profits on 
gales to old customers will be used to make up for the fact that 
the profits on the new sales may be no more than 4 or 5 percent 
by the third year. 

Thus, the argument (Br. 30-31) that Exhibit 162 (R. 8489) 
shows the third year “incremental rate of return for the 
Docket No. G-17,485 facilities as 5.66%” —‘“far less than 
614%” for which the rates then being paid by petitioners were 
designed—and that Exhibit 172 (R. 8521) shows the third 
year “incremental rate of return for the Docket No. G-17,486 
communities as 4.20%” (emphasis supplied), plainly depends 
upon petitioners’ erroneous premise. 

Petitioners’ following argument (Pet. Br. 31-32) is that 
Exhibit 184 shows that there would be “revenue deficiencies of 
$21,268,893 for the first three years of service (R. 8567)” in- 
cluding “$3,626,471 for the cost of gathering the gas required 
by the new communities (R. 8568, L. 7, col. (c) plus R. 8569, 
L. 8, col. (c) plus R. 8570, L. 8, col. (c))”; or $17,642,422, 
excluding the cost of gathering, as shown by Exhibit 185 (R. 
8577, L. 1, cols. (b)-(d)).* These “deficiencies” are profit 


* Petitioners’ claim for the $3,626,471 for cost of gathering depends on 
the testimony of a witness who admitted on cross-examination that as an 
accountant, he could neither say that Northern’s present gathering facili- 
ties are inadequate to provide the service proposed (BR. 3804) nor could 
he, strictly as an accountant, show that the figure that he had used in his 
calculations for gathering costs represents an additional system gathering 
cost to be assigned to the proposed communities (RB. 3807). Consequently, 
to assess the so-called gathering costs against the additional communities 
in the manner advocated by that witness would amount to charging the 
game costs twice because Northern’s witnesses had already allowed for 
those costs in their exhibits and they are costs which must be paid regard- 
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deficiencies—amounts by which the profits from the new serv- 
ices incrementally fall below the assumed 614% rate of return 
(supra, pp. 7-8), which means that this argument, too, 
depends on the same false premise that new services must be 
as profitable as the old.” 

Petitioners’ next argument (Pet. Br. 32) goes the final step, 
and apportions the profit deficiencies pro rata among present 
customers, showing alternative computations of the share of 
Minneapolis Gas Company. We think this argument imma- 
terial to the present issues, except to note the 1 to 4 dilution 
of any burden cast on the old business by reason of the minor 
fraction of the total of Northern’s business represented by 
the proposed extensions (supra, p. 22). 

In all of these arguments, therefore, petitioners rely upon 
their unproved and, as we have shown, erroneous legal premise 
that “economic feasibility” requires that no new business be 
authorized which will be less profitable than Northern’s pres- 
ent jurisdictional business. Because of the error of that 
premise, their contentions must fail. This is not to say, how- 
ever, that the Commission did not consider the incremental 
profitableness of the new services in any connection, and we 
do not contend that it could have ignored that matter. On 
the contrary, it did consider it, and properly. We discuss that 
under our point ITI (infra, p. 32, et seq.). 

The clear inadequacy of the petitioners’ grounds for asking 
this Court to substitute its judgment as to economic feasibility 
for the Commission’s, makes it unnecessary for us to argue at 
length that to do so would plainly be outside the judicial prov- 
ince, but the cases are clear. I.C.C. v. Parker, 326 US. 60, 
65; United States v. Pierce Auto Freight Lines, 327 US. 515, 


less of whether a single additional community is attached. Under such 
circumstances, attachment of additional communities will result in a fur- 
ther spreading of gas-gathering costs over many communities rather than 
an increase in charges to the petitioners. 

* Petitioners’ cumulation of three years of the claimed deficiencies into 
what is doubtless intended to be an impressive $17,642,422 total seems to 
imply some assumption that Northern would be entitled to rates that 
would enable it to recoup such developmental period “losses” (here actu- 
ally, only failures to earn a full profit). Petitioners nowhere support 
this assumption, or overcome the contrary indications of F.P.0. v. Natural 
Gas Pipeline Co., 315 U.S. 575, 590-591. 
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535-536; Panhandle Eastern Pipe Line Co. v. F.P.C., 232 F. 
2d 467, 473 (CA3), certiorari denied, 352 U.S. 891, and cases 
there cited; Charlestown & Western Carolina Railway Co. v. 
F.P.C.,98 AppDC 241, 243, 234 F. 2d 62, 64. 

Here, as in the Parker case, supra, which was decided under 
the certificate section of the Motor Carrier Act from which 
the certificates section of the Gas Act was taken (supra, p. 18) 
(326 USS. at p. 65): 


* * * The Commission had assumed, as its duty under 
these earlier subsections, the finding of facts and the 
exercise of its judgment to determine public conven- 
ience and necessity. This Court approved this con- 
struction. Chesapeake & Ohio R. Co. v. United States, 
283 US. 35, 42. Cf. Gray v. Powell, 314 U.S. 402, 411- 
412. The purpose of Congress was to leave to the Com- 
mission authoritatively to decide whether additional 
motor service would serve public convenience and ne- 
cessity. Cf. Powell v. United States, 300 U.S. 276, 287. 
This, of course, gives administrative discretion to the 
Commission, ef. McLean Trucking Co. v. United States, 
321 U.S. 67, 87-88, to draw its conclusion from the in- 
finite variety of circumstances which may occur in 
specific instances, * * * 


And again in the Pierce Auto Freight Lines case, supra, the 
Supreme Court said (327 U.S. 515, 535-536) : 


* * * Tt is not true, as the opinion stated, that “* * * 
the courts must in a litigated case, be the arbiters of the 
paramount public interest.” * * * This is rather the 
business of the Commission, made such by the very terms 
of the statute. The function of the reviewing court 
is much more restricted. It is limited to ascertaining 
whether there is warrant in the law and the facts for 
what the Commission hasdone. Unless in some specific 
respect there has been prejudicial departure from re- 
quirements of the law or abuse of the Commission’s 
discretion, the reviewing court is without authority to 
intervene. It cannot substitute its own view concern- 
ing what should be done, whether with reference to 
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competitive considerations or others, for the Commis- 
sion’s judgment upon matters committed to its deter- 
mination, if that has support in the record and the 
applicable law. 


II. The Commission properly exercised its discretion in bal- 
ancing the needs for new services against the interests of 
present customers 


Petitioners seem to raise an additional contention, or an 
alternative contention, which involves different question of 
economic feasibility. Economic feasibility here is that of the 
extensions here certificated, considered for the purpose of de- 
termining whether at 4.20% and 5.66% third-year rates of 
profit, incrementally (supra, p. 8), they will so seriously 
burden the company’s expanded-system profits as to tend to 
affect unduly the prices the existing customers must pay. 
This question assumes that there is no legal requirement of 
equal profitableness of the new business, and has to do with 
the question of the extent of the disparity which should.be 
permitted. To answer this question obviously requires a 
balancing of the needs of the public which would be served 
with natural gas for the first time against the price interests 
of the public now being served. This, plainly, is a question 
committed to the Commission’s discretion which was here 
reasonably exercised and therefore is not to be disturbed. 


A. Many intangible factors enter into the weighing of the public interests 
: involved 


The gas needs of one part of the public plainly cannot be 
measured and weighed against the price effect on another part 
of the public in any quantitative or exact way; mathematical 
comparison is out of the question.” 

Some of the major premises underlying such a balancing 
are obvious: 

The new business will be approximately 20% of Northern’s 
expanded total business (supra, p. 22, note 19). Hence any 

2 Cf, Colorado Interstate Gas Co. v. F-P.C., 324 U.S. 581, 591, where the 


Court said of the no more elusive problem of cost allocation: “considera- 
tions of fairness, not mere mathematics, govern Cede) 
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inadequacy in profits from the new business that may be com- 
pensated for out of the profits on the old business will be 
diluted one-to-four. If, for example, 6% were a reasonable 
profit and the new business were to produce only 4% profit 
incrementally, a 614% profit on the old would be sufficient to 
produce an over-all profit of 6%. 

A second is that there is no evidence or suggestion here that 
prices necessary to enable the expanded system to earn a fair 
return will be so high as to cut volumes delivered or price the 
gas out of the market ~—to cause any ultimate consumers 
presently served to forego all or any part of their purchases— 
or to work any undue hardship upon any of them. The rev- 
enues found sufficient to produce an over-all return of 614% 
on the expanded business are those from the rates which were 
already being charged the present customers at the time of 
the hearing (supra, p. 21) and even higher rates are being 
charged today (Pet. Br. 30), both increased rates being subject 
to refund of any portion found not justified in the pending 
rate proceedings. 

A third premise underlying the balancing of the gas needs of 
one segment of the public against the possible price interests 
of the other segment, is that there is no evidence of any other 
possible source of natural gas for the communities seeking the 
new services; it is reasonable to assume, in general, that if they 
are denied service by Northern they must entirely do without 
natural gas. 

A fourth factor necesarily involved is that of the advantages 
of natural gas service. These may be so familiar as to be in- 
sufficiently appreciated by petitioners. They are not to be 
measured solely by the relative cheapness of natural gas for . 
domestic use as compared with artificial or bottled gas, or its 
relative convenience for residential space heating as compared 
with other fuels, although its advantages are so commonplace 
and well-recognized that they are usually assumed, not articu- 
lated. But they are substantial enough to be testified to by 
mayors, councilmen, a city clerk, and an electric utility en- 
gineer in this record (R. 398-400, 1392, 1394-5, 1398-9, 1426, 
1428-31, 1520, 1524-5, 1598, 1601, 1625-29, 1817) and to evoke : 


” Of., R. 1399, 1400, 1601. 
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lopsided municipal election votes “for natural gas” (R. 1395, 
1429). Here, as in the Commission’s first major certificate 
case (Kansas Pipe Line & Gas Co., 2 FPC 29, 56): 


There are no physical facilities for the transportation 
or sale of natural gas presently existing in any of the 
specific communities proposed to be served by either 
applicant. That means that the consuming public in 
those communities is deprived of the benefits of that 
natural-gas service which is available to the consuming 
public located in other communities of comparable 
character. We believe that the inconvenience of being 
without natural-gas service and the benefits accruing 
to the consuming public generally from natural-gas 
service are too well known to require intensive discus- 
sion here. See McFayden v. Public Utility Consolidat- 
ed Corporation, 299 Pac. 671. Congress by enacting 
section 7(a) of the Natural Gas Act has unquestionably 
recognized this fact for it has given this Commission 
power to compel extensions of natural-gas facilities un- 
der certain circumstances. We believe that where there 
js no existing natural-gas service the convenience and 
necessity of the public in that area will be served by the 
introduction of that service providing that those who 
seek to render that service can meet certain minimum 
standards designed to secure such service on @ 
continuous and adequate basis. 


A fifth factor is that ultimate consumers presently served 
have enjoyed the benefits of gas service for years while up to 
now potential consumers in the new communities have been 
waiting for such service. Certainly the adventitious initial 
location of Northern’s main-line facilities, which resulted in 
early service to on-line communities, should not forever bar 
off-line communities from all hope of service. As the exten- 
sion of service to more and more communities becomes physi- 
cally and financially possible, there comes to be less and less 
justification for not applying the traditional concept of utility 
service, i.e., availability of service to all in common without 
favor or discrimination—certainly so where the utility is will- 
ing to undertake new services (see R. 1394, 1428). 
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A sixth is that the need for the gas does not have to be an 
absolute need. As the Commission also said in the Kansas 
Pipe Line case, supra (2FPC at p. 56). 

We do not view the term as meaning indispensably 
requisite. Rather we view the term as meaning & 
public need or benefit without which the public is in- 
convenienced to the extent of being handicapped in the 
pursuit of business or comfort or both—without which 
the public generally in the area involved is denied to 
its detriment that which is enjoyed by the public of 
other areas similarly situated. See Chicago, Rock Is- 
land & Pacific Railroad Company v. State, et al., 258 
Pac. 874; and Abbott v. P.U.C., 136 Atl. 490. We do 
not construe the phrase to mean an absolute necessity 
but rather a reasonable necessity having regard to the 
convenience of the public in the area involved and its 
welfare. See Wisconsin Telephone Company v. Rail- 
road Commission of Wisconsin, 156 N.W. 614; Wabash 
C. & W. Ry. Co. v. Commerce Commission, 141 N.E. 
212519: 2 


The selection and weight to be given any of these or other 
premises of decision that may be relevant is not something 
on which the existing body of law provides much help, or on 
which there is any substantial organized body of knowledge. 
The idea of an interstate wholesale utility service area is 
relatively new. The Federal Power Commission is accumulat- 
ing a body of experience and developing methods and principles 
by the ad hoc process. The present case, in which petitioners 
contended in applying for rehearing before the Commission 
that it had been too lenient, while intervenor Northwestern 
Public Service Company contended that the Commission had 
been too strict, had actually represented a considerable tight- 
ening up in the Commission’s exercise of its discretion, as we 
show later (infra, pp. 39-46). 


B. The principal problem is distinct from the conventional question of eco- 
nomic feasibility 


The conflicting applications of petitioners and Northwest- 
ern Public Service Company for rehearing before the Commis- 
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sion spotlighted the problem now before this Court, and the 
Commission’s resulting order (R. 11762-11767), although 
reaching substantially the same results as its principal order,” 
discloses a rethinking of the subject and improved articulation 
of the premises of decision. Nevertheless, petitioners still 
point (Pet. Br. 26-8) to the language of its first opinion and 
order to support their contention that the Commission had 
found the new services as proposed not economically feasible 
because of the insufficiency of their third-year revenues to 
provide a 614% profit, and that they would be made economi- 
cally feasible only by the contributions it required. Petition- 
ers then argue the insufficiency of the specified contributions 
to offset those profit deficiencies in the third year, and so con- 
clude that the economic infeasibility which they claim the 
Commission had found would not be cured by the 
contributions. 

Although a large part of the Commission’s discussion of the 
present subject in its initial opinion is set forth under the 
heading (R. 11701) “a. Economic feasibility of the branch 
lines”, a careful reading of the text will disclose.the absence 
of any direct statement that the new services will not be eco- 
nomically feasible. This is particularly significant, for, if the 
contributions were necessary, and were imposed, to eliminate 
economic infeasibility as petitioners assume, a categorical 
finding of economic infeasibility without the contributions was 
a necessary basis for valid imposition of the condition requiring 
contributions. There was no such finding for the very good 
reason that the Commission found the new services economi- 
cally feasible, not infeasible. 

Without belaboring the matter, we submit that every one 
of petitioners’ eleven quotations from the Commission’s orders 
(Pet. Br. 27-8) in which they seek to read implications of a 
finding of economic infeasibility will, when studied, be found 
to fall short of making such a finding. Although part of the 
opinion repeatedly talks about “feasibility” of branch lines, 
the Commission had disposed of the question of the conven- 
tional economic feasibility before it came to the heading “a. 


he order on rehearing permitted distributor construction of branch 
line facilities in lieu of contributions, in the same proportion (R. 11766-7). 
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Economic feasibility of the branch lines”, and what it there 
undertook to discuss was, as stated in the second sentence 
under that heading (R. 11701): k 


* © * whether the revenues to be obtained from the 
contemplated new service will be great enough to offset 
the costs associated with the construction of branch 
lines and metering stations necessary for rendering serv- 
ice to the proposed communities so as to avoid placing 
the burden of the cost of the new facilities wpon North- 
ern’s existing customers. [Emphasis supplied.] i 
The italicized clause clearly shows that the question is the 
weighing of the interests of the ultimate consumers newly- 
served, against the interests of those presently served—a dif- 
ferent use of economic feasibility. This becomes even. 
clearer from a reading of the immediately preceding two para- 
graphs (R. 11700-01) where the Commission disposed of the 
question of conventional economic feasibility. There, under 
the main heading “MARKETS AND ECONOMIC FEASI- 
BILITY” the Commission begins by reciting Northern’s esti- 
mates showing third-year expanded system revenues sufficient 
to provide more than 614% profit (R. 11700). It ends by 
accepting those estimates as satisfying the economic feasibility: 
requirement (R. 11701): 
* © © We therefore conclude that Northern has mar- 
kets that it will be able to serve and its project will be 
feasible particularly after the provisions we shall now 
discuss for customers who may not pay their proper 
share of Northern’s cost of service. [Emphasis sup- 
plied.] 
This conclusion by the Commission disposed of the conven-" 
tional question of economic feasibility and is fully supported 
by the record, as we have shown (supra, pp. 23-28). What 
was thereafter considered as branch-line economic feasibility 
was the extent to which the existing business might be bur- 
dened. This is a factor that does not fit neatly into any one 
of the conventional elements usually referred to in the cases. 
Actually, it inheres in the immediate words of the statutory 
phrase “public convenience and necessity”. The “public” 
most immediately involved is in two segments: that now 
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served, and that for which the new service is proposed.” The 
“convenience and necessity” involved consists in part of the 
needs for gas. The needs of the present customers have already 
been met. Those of the potential customers have not, but 
would be met by the proposed service. 

“Convenience and necessity” also involves consideration of 
price protection for the consumer. Atlantic Refining Co. v. 
P.S.C. of N.Y.,360 U.S. 378. Northern’s prices, being the same 
as those now being charged for comparable services to the 
present customers, did not raise any question of the kind pre- 
sented in that case. But in its first opinion the Commission 
posed another price question, that of avoiding “placing the 
burden of the cost of the new facilities upon Northern’s exist- 
ing customers”. As we have already shown, supra, pp. 7-9, 
petitioners interpret the Commission’s words as meaning 
avoiding “placing the burden of any of the cost of the new 
facilities’ upon existing customers, i.e., that all branch-line 
costs including profit at the same level must be recouped from 
the new communities, and they seek to read the rest of the 
opinion as finding that the contributions should be in sufficient 
amount that all such incremental costs of service, with the 
single exception of main-line fixed costs, will be covered by 
the new revenues in the third year. (On their erroneous legal 
premise that the new service must be as profitable as the old 
they also object to the exception of the new business’ allocable 
share of main-line fixed costs.) 

But the Commission’s order denying rehearing settled any 
question as to its meaning. It rejected petitioners’ interpre- 
tation that all such incremental costs with the exception of 
main-line fixed costs were to be recouped from the new com- 
munities and restated the two distinct tests of (1) economic 
feasibility in the sense of maintenance of financial integrity 

"in the Kansas Pipe Line case, supra, the Commission said (2 FPC at 
p. 56): “* * * In determining what is the ‘public’ whose convenience and 
necessity are the subjects of inquiry, we have conceived of that public as 
the public which exists in the area or territory proposed to be served, not 
merely the applicants nor those persons or towns who believe they would 
benefit from the proposed construction. Cf. Red Star Transportation 


Company v. Red Dot Coach Lines, 2% S.W. 419; Choate v. Illinois 
Commerce Commission, 141 N.E. 12”. 
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of the company, and (2) balancing of the interests of the two 

segments of the public (R. 11763): 
* * © we would not be justified in permitting service 
that would [(1)] endanger this financial integrity or 
[(2)] throw an undue burden, that would ultimately 
be evinced by higher rates, on communities already 
served. * * * In practice, of course, while a utility is 
entitled to earn a reasonable return on its overall in- 
vestment, certain service will be rendered at less than 
revenues derived from certain other services where 
revenues are greater. 


The Commission rephrased the questioned finding of its 
first opinion to say that the required contributions (R. 11763) 
“will represent a reasonable amelioration of revenue deficien- 
cies and, taken with the expected revenues will enable us to 
avoid denying service completely to the revenue deficient 
communities”. 

C. The instant decision marks a tightening of Commission policy on pipeline 
system expansion 

The Commission’s imposition of a requirement of “a reason- 
able amelioration of revenue deficiencies” marks a tightening 
up over its previous decisions—an insistence “that Northern’s 
branch-line extension policy should be strengthened” *—in 
three respects: (1) profitableness should be tested upon the 
basis of third-year revenues from facilities adequate for third- 
year service, instead of revenues from fifth-year sales and 
costs of service for first-year facilities; (2) revenues should be 
tested for their sufficiency to cover costs of service (including 
profits) not only for the branch lines but also for measuring 
stations which had previously been omitted, plus cost of gas 
in the field and out-of-pocket main-line transmission costs; 
(3) customer contributions must be made proportionate to the 
insufficiency of revenues to meet the foregoing requirements. 

1. Adoption of third-year instead of fifth-year operations as 
test.—Northern’s last previous application for system expan- 
sion had included new services to 207 communities which the 
Commission denied primarily for failure to prove an adequate 


"R. 11702. 
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gassupply. American Louisiana Pipe Line Co., et al., 20 FPC 
575, 594-603 (1958). While it was not necessary to its de- 
cision of that case, the Commission’s opinion noted that North- 
ern’s proposals for facilities included only those designed to 
meet the first-year requirements of the new customers and its 
cost-of-service data related only to such facilities. Yet, in- 
consistently it used fifth-year revenues to show “feasibility”. * 
The Commission’s opinion indicates that this had been North- 
ern’s practice.* The opinion warned Northern (20 FPC at 
pp. 601-602) that the Commission could not determine: 


* © * how best to meet the natural-gas requirements of 
this area on a sound and comprehensive basis in accord- 
ance with the standards of the Act * * * unless and 
until Northern clarifies and substantiates its pro- 
on ef 

Accordingly, in any new application Northern should 
file and in any further hearings, the company should 
design facilities and submit supporting data showing 
ability to render the contemplated service to new mark- 
ets for a period conforming to the time within which 


Northern estimates that the proposed new markets will 
reach economic feasibility. 


Northern filed the instant applications less than three 
months later, requesting authority to serve over 300 commu- 
nities, including the previous 207, and indicating that it had 
“designed facilities” for three years (R. 4226-4232, 5296- 
5310). But the necessity for third-year data on branch-line 
revenues and costs had to be specially suggested again at the 
hearing (R. 64-65), and such data were submitted in exhibits 
showing fifth-year data as well (R. 8495-8501, 8522-8536, 
8539-8541). Those exhibts, omitting measuring station costs, 
show that in the third year 26 branch lines serving 55 com- 
munities out of the 342 total would not return branch-line 


"Cf, Northern Natural Gas Co., 16 FPC 921, 926 (1956), where the Com- 
mission accepted fifth year data as sufficient. 

*“arlier Commission opinions had accepted fifth year data. Kansas 
Pipe Line € Gas Co., 2 FPC 29, 46, 48. 
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costs, gas purchase costs, and main-line out-of-pocket costs, 
although all but.5 lines would do so in the fifth year** These 
26 branch lines with the 55 communities they would serve are 
those listed in Appendix C to the Commission’s order (R. 
11718-11719). 

The Commission insisted on the use of the third-year data 
to avoid speculation and conjectural remoteness, saying 
(R. 11701): 


* * * we think that a branch line should be shown to 
be feasible before a time so remote as the fifth year in 
order not to burden existing customers. 


2. Inclusion of measuring stations in branch-line costs of 
service —The Commission further tightened its policy by in- 
cluding the measuring stations with the branch lines, instead 
of using only the cost of service of the branch lines, purchased 
gas, and out-of-pocket main-line costs to test revenue suffi- 
ciencies. This resulted in 41 branch lines serving 69 addi- 
tional communities not having sufficient third-year revenues. 
They are listed in Appendix B (R. 11717-11718). 

3. Requirement of customer contributions in aid of construc- 
tion.—Finally the Commission required customers contribu- 
tions in aid of construction as a condition to grant of certificate 
authorization, for the lines listed in Appendices C and B, pro- 
portionate to the amounts by which the third-year revenues 
for each of those lines fell short of meeting the costs of serv- 
ice for the branch lines, costs of purchased gas, out-of-pocket 
main-line costs, and cost of service for measuring stations, 
estimated at 20 percent of initial cost (R. 11711). 

The Commission’s restatement of its contributions require- 
ment, issued in response to the conflicting contentions that the 
requirement was on the one hand, too lenient, and on the 


* The 26 lines include 2 in G-17485 (R, 8499) ; 23 in G-17486 (BR. 8524- 
27), and 1 of those needed for the 24 additional communities (R. 8540) ; 
fifth-year figures appear at R. 8500-8501, 8529-8534, and 8541, respectively. 
There were 5 deficient lines in the fifth year only because of Northern's 
adoption of customer estimates (R. 8529, 8531, 8532, 3140, 3164, 3228, $229). 
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other, too strict (supra, p. 35), explains the nature and purpose 
of the contributions very succinctly (R. 11763) : 


On the present record it appeared that the estimated 
revenues of many of the proposed branch lines would 
not fully meet the costs of the branch or the meas- 
uring stations and, of course, not any of the main-line 
costs. Yet the communities on them were anxious for 
gas service and Northern was willing to serve them. 
To ameliorate in some degree the pronounced revenue 
deficiencies 2 new method was employed of requiring 
as a condition of the certificate granted to Northern 
that capital contributions be made for that portion 
of the branch lines and metering stations unsupported 
by revenues. In view of the fact that the record 
showed that some of the branch lines proposed to be 
served would produce revenues greater than the cost 
of service, it was not held necessary that the less favor- 
able branch lines return full revenues for service, 
including main-line costs. Therefore, utilizing North- 
ern’s presentation of branch-line costs and estimating 
that revenues should equal 20 percent of the initial cost 
of the measuring stations, we required that the reve- 
nue deficient branch lines make contributions to the 
cost of construction of the measuring stations or the 
branch lines, or both, where necessary. It is true that 
we stated that upon the basis of these contributions 
the revenues from each of the proposed branch lines 
would be sufficient to cover the branch-line costs and 
the measuring-station costs. This was obviously an 
approximation only, and, in view of the many variables 
introduced in considering market and revenue esti- 
mates for a projected period of three years any test 
of feasibility by its very nature, can be nothing more 
than an approximation. In any case, we do not hesi- 
tate to find that the contributions contemplated by our 
Opinion No. 324 will represent a reasonable ameliora- 
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tion of revenue deficiencies and, taken with the ex- 
pected revenues will enable us to avoid denying service 
completely to the revenue deficient communities. 

Petitioners still attack the contributions requirement as 
too lenient, arguing that it doesn’t carry out what they say 
should have been its purpose, ie., to make the new services 
provide their respective total incremental cost of service. But 
we have shown the lack of foundation and the clear error of 
petitioners’ premise that economic feasibility means that new 
services must be as profitable as the old (supra, pp. 7-21). 
We have noted that the Commission’s order on rehearing 
its own position on that question clear (supra, p. 42). We 
have pointed out (supra, p. 33) that there is no factual show- 
ing that the new communities, if denied this supply of natural 
gas, could be supplied in any other way, or that any resulting 
price effect on the old business will result in any customers 
being lost, or the volume of sales reduced. 

Absent such evidence, or some other evidence not appearing 
in this record, there is no factual basis for any claim that any 
price effect of the new services, after giving effect to these con- 
tributions, will be in any degree “undue”, or constitute an un- 
due burden on the present customers or the existing business. 

Moreover, petitioners’ purported comparisons of the effect 
of the contributions with the deficiencies they compute is an 
attempt to compare things that are unlike. The deficiencies, 
even if properly computed, are as we have said (supra, pp. 
7-8), the amounts by which the profit on the new business will 
fall short of the intended fair rate of return—614 percent on 
Northern’s assumption—in a given year. Petitioners’ own 
figures, assuming, arguendo, that they are correct, show the 
total profit deficiency decreasing from $7,822,905 the first year 
to $5,639,355 the second year (Pet. Br. App. C, p. 8a), which 
is a $2,183,550 decline, or 28 percent in one year, and the per- 
centage decrease the next year is almost as great. 

But while the profit deficiency is decreasing, the contribution 
in aid of construction reduces Northern’s investment in the 
facilities, with resulting benefits that will last the life of the 
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facilities—an average of 2814 years (on the basis of Northern’s 
3.5 percent annual depreciation). The fixed costs associated 
with investment—return, federal and state income taxes, de- 
preciation, and ad valorem and miscellaneous taxes will amount 
to over 16 percent per year on every dollar contributed and 
continue to do so for 28% years. It is therefore plain that 
petitioners’ comparison of the third-year benefits of the con- 
tribution with the third-year profit deficiency is doubly mis- 
leading: the deficiency is an initially larger, but annually 
diminishing amount; the benefits of the contribution are 
smaller, but constant for the life of the facilities. As the de- 
ficiency diminishes, the burden on petitioners decreases, but 
the contribution’s benefits to petitioners continue constant 
year after year. 

Short of the clearly erroneous (supra, pp. 9-21) claim that 
the new business must be as profitable as the old, and if it is 
not, that contributions in aid of construction must make it so, 
petitioners offered no valid basis for improving on the Com- 
mission’s judgment that with the contributions it required, no 
undue burden will be cast on the old business. Petitioners’ 
witness would go no further than to say that if the proposals 
were certificated “some provision should be made so that the 
customers receiving the new service should pay a more appro- 
priate part of their service [i.e., than the revenues alone would 
provide]” (R. 3808), but he added that he had “not arrived at 
any percentage” nor “gone into the mechanics of such a propo- 
sition” (R. 3810). 

When petitioners attempted in their application to the Com- 
mission for rehearing to suggest an alternative basis for the 
exercise of Commission judgment, they were able to come up 
with nothing better. Petitioners are still insisting, in criticiz- 
ing the Commission’s contributions requirement (Pet. Br. 
39), that the new services should defray main-line fixed costs of 
$31.14 per Mef of branch-line contract volumes, in addition 
to the costs included by the Commission (Pet. Br. 39): 
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* * © The situation with these main line incremental 
fixed costs is the same as in the case of branch line and 
metering station costs—all are necessary solely for the 
proposed extensions and but for the new communities, 
the expenditures would not be made. 


Nevertheless, in their application for rehearing (R. 11727), 
after making the same statement, petitioners went on to pro- 
pose for purposes of illustration as an “exceedingly generous” 
alternative, what they called the use of 50 percent of the $31.14 
figure (actually $15.00 per Mcef, R. 11736-11738, col. k.): 


The question arises, how much of these incremental 
main line costs should be met by the new communities 
in the third year of service? * * * For purposes of 
illustration a minimum requirement of 50 percent has 
been taken. Even assuming that these new commun- 
ities will experience the fantastic growth predicted for 
them by some, * * * a requirement that the new 
communities generate net revenues in their first three 
years of service sufficient to meet a minimum 50 percent 
of the incremental main line costs 7s exceedingly gen- 


erous. The greatest part of the balance will have to 
be paid by present customers for it seems obvious that 
the new communities will not grow sufficiently in their 
fourth and fifth years to cover the other 50 percent 


of these costs. 


This very statement of their proposal shows that it is wholly 
without any objectively verifiable basis for concluding that its 
adoption would be an improvement upon the result reached by 
the Commission. 

In the Commission’s second order (supra, pp. 42-43) the 
Commission stated (R. 11763) «* * © Tn view of the fact that 
the record showed that some of the branch lines proposed to be 
served would produce revenues greater than the cost of service, 
it was not held necessary that the less favorable branch lines 
return full revenues for service, including main-line 
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costs * * *”. The correctness of the Commission’s conclu- 
sion regarding the fact that the “greater” revenues from some 
branch lines would help offset the deficiencies from others can 
be demonstrated from the petitioners’ own figures in the last 
column (1) of Appendix 4 to their application for rehearing 
(R. 11736-11738). This column shows the aggregate excess 
of deficiency in revenues after all branch-line costs, including 
allowance for return or profit at 614 percent, federal and state . 
taxes, out-of-pocket transmission costs, costs of purchased gas, 
measuring station costs estimated at 20 percent of the initial 
investment and $15 per Mef toward payment of incremental 
main-line costs. 

Petitioners employ this branch-line test to arrive at the 
communities they list in Appendix B of their brief as being 
communities which are economically infeasible for service. 
Nevertheless, addition of all the deficiencies in column (1) of 
Appendix 4 in one total, and all the excesses in another, reveals 
that the aggregate of the branch-line excess revenues after 
paying all the afore-mentioned costs is $5,087,376, as compared 
with aggregate deficiencies of $1,785,535, or an excess of rev- 
enues over deficiencies of $3,301,841. These figures demon- 
strate that the proposed branch lines for serving the 342 
communities would pay, in the aggregate, not only their own 
branch-line costs but would also contribute $3,301,841 toward 
main-line costs in addition to paying the $15-per-Mcef incre- 
mental main-line charge levied on them by petitioners in their 
application for rehearing (R. 11736-11738). These $3,301,841 
of excess revenues do not take into account the $2,253,599 of 
contributions required by the Commission’s opinion and first 
order. 

In any event, improvement on the Commission’s judgment 
is not the function of the Court under the provision of Section 
19(b) of the Act that “the finding of the Commission as to the 
facts, if supported by substantial evidence, shall be 
conclusive”. 
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CONCLUSION 


For the foregoing reasons we submit that the orders 
complained of should be affirmed. 
Respectfully submitted. 
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Argument 


The economic feasibility of the proposed exten- 
sions cannot be defended by the argument that 
Northern’s systemwide revenues will exceed its 
systemwide costs in the third year of operating the 
new facilities. These arguments are based upon 
exhibits which start with an excess of revenues 
over costs of Northern’s existing system of from 
4.6 (Interveners) to 5.7 (Respondent) million dol- 
lars. They result in an error of from 13.1 (Inter- 
veners) to 14.2 (Respondent) million dollars by 
reason of Northern’s rate filing in which it showed 
a revenue deficiency of 8.5 million dollars on its 
existing system 


A. The Interveners’ exhibits showing the results 
of operating the proposed extensions on an 
incremental basis do not support the argu- 
ment that service to the new communities is 
economically feasible to Northern 


The various calculations contained in the 
briefs of the Respondent and Interveners do 
not support the economic feasibility of the 
proposed extensions 


The revenue deficiencies shown in Petition- 
ers’ exhibits are minimum deficiencies and 
will cast a permanent undue financial bur- 
den upon them and other existing customers 


A finding that Northern’s proposal was not eco- 
nomically feasible was a condition precedent to 
the Respondent’s order denying service to the reve- 
nue deficient communities unless certain stated 
contributions in aid of construction were made 13 


The proposed branch lines will return revenues to 
Northern so far below their cost of service that 
an undue financial burden is cast upon present 
customers 


The economic feasibility of the proposed exten- 
sions is a minimal requirement of “public conven- 
ience and necessity” which must be proven by sub- 
stantial evidence 


Conclusion 


Appendix A—Comparison of cost of gas 


Appendix B—Costs excluded from the calculation of 
third-year revenue deficiencies—lInterveners’ Brief, 
page 14, footnote 23 
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ARGUMENT 


The Respondent (Resp. Br., p. 2) and the Interveners 
(Int. Br., pp. 3-4) cite the size of the entire record below 
but do not qualify their statements to show that the ma- 
terial evidence on feasibility is but a very small part of that 
record. The briefs in this case show that of this record only 
17 exhibits? and their accompanying testimony are perti- 
nent to the issue under consideration here—the economic 
feasibility to Northern of the proposed extensions whose 
certification is being appealed. Of these 17 exhibits only 


1 Respondent’s “systemwide” Exhibit Nos. 180 and 181; Interveners’ 
“systemwide” Exhibit Nos. 9, 49, 50, 57, 161; Interveners’ “incre- 
mental” Exhibit Nos. 137, 162, 165, 170, 171, 172, 173, 175; Peti- 
tioner’s “incremental” Exhibit Nos. 184 and 185. 
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seven were given primary consideration by the parties in 
their briefs: Respondent’s “systemwide” Exhibit Nos. 180 
and 181; Interveners’ “systemwide” Exhibit No. 57; Inter- 
veners’ “incremental” Exhibit Nos. 162 and 172; Petition- 
ers’ “incremental” Exhibit Nos. 184 and 185. 
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The economic feasibility of the proposed extensions can- 
not be defended by the argument that Northern’s sys- 
temwide revenues will exceed its systemwide costs in 
the third year of operating the new facilities. These 
arguments are based upon exhibits which start with 
an excess of revenues over costs of Northern’s exist- 
ing system of from 4.6 (Interveners) to 5.7 (Respond- 
ent) million dollars. They result in an error of from 
13.1 (Interveners) to 14.2 (Respondent) million dol- 
lars by reason of Northern’s rate filing in which it 
showed a revenue deficiency of 8.5 million dollars on 
its existing system. 


The Respondent and Interveners base their main defense 
of the economic feasibility of the proposed extensions upon 
the argument that Northern’s systemwide revenues on its 
expanded system will exceed the systemwide cost of service 
in the third year of operation, the end of the development 
period (Resp. Br., pp. 4, 21-27; Int. Br., pp. 4, 9, 17-18). 

The Respondent claims that Northern’s systemwide reve- 
nues from jurisdictional services on its expanded system 
during the third year of operation will be $1,482,403 more 
than its cost of service, “including a 642% profit” (Resp. 
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Br. p. 23).? This claim is based upon Exhibit Nos. 180 
and 181 after certain “arithmetical adjustments” are made 
to them (Resp. Br., p. 23). The Interveners argue that 
Northern’s estimated earnings will be in excess of a 642% 
rate of return but by a different amount and based upon 
different exhibits (Int. Br., pp. 17-18). 

The Petitioners agree with Respondent’s statement that 
“If this could be established, the economic feasibility of 
the expanded enterprise would be plain” (Resp. Br., p. 
22). In fact, if the claims of the Respondent and Interveners 
for Northern’s future earnings could be supported, this ap- 
peal would not have been taken, Neither the exhibits relied 
upon by the Respondent or the Interveners nor any other 
evidence lend credence, however, to the optimistic esti- 
mates of systemwide revenues to Northern in excess over 
its systemwide cost of service (including a 642% rate of 
return) in the third year of operation. Their interpretation 
of what the evidence shows is subject to serious errors which 
make their position on this matter completely untenable. 

The fatal error made by the Respondent and Interveners 
in their “excess revenue” argument is this: The exhibits 
upon which this argument is based start with a large excess 
of revenues over the cost of service on Northern’s existing 
system before expansion which did not exist. Starting with 
these assumed “excess revenues”, the Respondent and Inter- 
veners then parlay various exhibits and computations into 
their “excess revenue” conclusions. 


2 The Respondent repeatedly referred to Northern’s “profit” or “rate of 
profit” (e. g., Resp. Br., pp. 8, 23, 27) rather than using the terms 
“return” or “rate of return” which traditionally have been employed 
by it and public utility commissions generally in regulatory matters. 
Presumably it did not intend to introduce any new concept by the 
use of these novel terms since it also sometimes referred to Northern's 
“return” and “rate of return” (e. g., Resp. Br., pp. 22, 23, 27, 46). 
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Both the Respondent (Resp. Br., p. 40) and the Inter- 
veners (Int. Br., p. 5) admit that the incremental rate of 
return for the new extensions in the third year of service 
amounts to 5.66% in the case of Docket No. G-17,485 and 
4.20% for Docket No. G-17,486. The two “incremental” 
exhibits of Northern which show these rates of return also 
show the dollar amounts by which the revenues from the 
new extensions will be below the cost of serving them (in- 
cluding a 642% rate of return) in the third year of opera- 
tion as follows: 


Docket No. G-17,485 communities—Ex- 

hibit No. 162 (R. 8489, L. 3) $ 421,502 
Docket No. G-17,486 communities—Ex- 

hibit No. 172 (R. 8521, L. 3) 3,800,460 


Total Revenue Deficiencies $4,221,962 


Notwithstanding these admitted revenue deficiencies of the 
proposed extensions, the Respondent and the Interveners 
both claim that the systemwide revenues will exceed the 
systemwide cost of service including a 642 % rate of return 
in the third year of operation. The systemwide revenues and 
systemwide cost of service reflect the results of (1) North- 
ern’s existing system before expansion, (2) the Docket No. 
G-17,485 communities and (3) the Docket No. G-17,486 
communities. If the proposed extensions have revenue de- 
ficiencies of 4.2 million dollars below their total cost of 
service in the third year of operation and the systemwide 
revenues exceed the systemwide cost of service (including 
return) in the third year of operation, it is a mathematical 
certainty that Northern’s existing system before expansion 
would have had revenues far in excess of its cost of serv- 
ice. Otherwise, the systemwide operation after expansion 
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would not have shown “excess revenues”. A total is equal 
to the sum of its parts. 

Based upon the systemwide “excess revenues” of $1,- 
482,403 claimed by the Respondent (Resp. Br., p. 23) and 
the revenue deficiencies shown for the proposed extensions 
in the two dockets, the existing system would have had ex- 
cess revenues before expansion of $5,704,365: 


Systemwide “excess revenues” claimed by 

Respondent (Resp. Br., p. 23) $1,482,403 
Add: Revenue deficiencies from the G-17,- 

485 communities as shown in Northern’s 

Exhibit No. 162 (R. 8489, L. 3) 421,502 
Add: Revenue deficiencies from the G-17,- 

486 communities as shown in North- 

ern’s Exhibit No. 172 (R. 8521, L. 3) 3,800,460 


Systemwide “excess revenues” before ex- 
pansion according to Respondent $5,704,365 


Based upon the Interveners’ claim of systemwide “ex- 
cess revenues” of $476,508 in the third year of service 
(Int. Br., p. 18) and the revenue deficiencies shown for 
the proposed extensions in the two dockets, the existing 
system would have had excess revenues before expansion 
of $4,698,670: 

The economic fact is that these “excess revenues” do 
not exist. According to Northern its existing system was 
8.5 million dollars short of meeting its cost of service with 
a 64% % rate of return at this time. Northern filed its eighth 
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rate increase application® with the Respondent in Docket 
No. G-19,040 on June 26, 1959, more than one month 
before Respondent issued Opinion No. 324. This filing in- 
cluded an amount of about 8.5 million dollars to recover 
its systemwide costs (with a 642% rate of return) on 
Northern’s existing system before expansion.* 

The point is simply this: The Respondent and Interveners 
claim an excess of systemwide revenues over the system- 
wide cost of service on Northern’s existing system before 
expansion (with a 614% rate of return) of $1,482,403 
and $476,508, respectively; contemporaneously, and dur- 
ing the pendency of this certificate case, Northern filed its 
eighth rate increase application which included a claimed 
deficiency in systemwide revenues below the systemwide 
cost of service (with a 642% rate of return) on its existing 
system before expansion of approximately 8.5 million dol- 
lars. The use of these phantom “excess revenues” from 
Northern’s existing system before expansion results in a to- 
tal error of 13.1 million dollars by the Interveners to 14.2 


3 Northern’s first rate increase filing was made with Respondent in 
Docket No. G-1382 in March, 1950. The practice of Northern’s cus- 
tomer companies is to number Northern’s subsequent rate increase 
filings consecutively for convenience in referring to them. Northern 
presently has pending its sixth, seventh and eighth rate increase filings 
under which it is collecting approximately 25 million dollars per year 
under bond. The sixth was filed in Docket No. G-12,153 on about 
February 27, 1957; the seventh was filed in Docket No. G-15,335 on 
about May 27, 1958; the eighth was filed in Docket No. G-19,040 on 
June 26, 1959. One session of hearings has been held in the eighth rate 
increase filing but none have been scheduled as yet in the sixth and 
seventh. 


4 Northern’s eighth rate increase filing, Docket No. G-19,040, was for 
about 10 million dollars and was based upon a 6-3/4% rate of return. 
About 1.5 million dollars of the increase was to cover Northern's 
claimed rate of return of 6-3/4% rather than 6-1/2%; the balance 
of 8.5 million dollars was to cover Northern’s claimed increases in 
its cost of gas. 
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million dollars by the Respondent. There is therefore no 
support for the Respondent’s findings regarding Northern’s 
systemwide revenues as being in excess of 642% and no 
support for its finding that the proposed extensions are 
economically feasible, even after the contribution plan. 

It appears that one cost-revenue standard was used for 
this certificate case while at the same time another was 
used for Northern’s eighth rate increase filing. The con- 
clusion is inescapable that if the “excess revenues” actually 
existed in this case, there would have been no eighth rate 
increase filing by Northern—in fact, a rate reduction would 
have been in order. The question arises, if Northern had 
“excess revenues” of $4,498,670 or $5,704,365 on its ex- 
isting system—which it would have had in order for the 
expanded system to have systemwide “excess revenues” as 
claimed by the Interveners and the Respondent—why did 
the Respondent not reject so much of Northern’s eighth rate 
increase filing which showed a revenue deficiency of 8.5 
million dollars on the same existing system at the same 
time? 

The result is even more incongruous when one consid- 
ers that in Docket No. G-19,040 Northern claims that a 
revenue deficiency on its existing system of 8.5 million 
dollars exists now—in this certificate case, the Respondent 
and the Interveners claim that there are “excess revenues” 
not only now but for three years in the future. 

The primary reason that the “systemwide” exhibits used 
by the Respondent and the Interveners reflect “excess reve- 
nues” is because the cost of gas was understated. The ex- 
hibits relied upon by the Respondent and the Interveners to 
support their “excess revenues” arguments use a cost of 
gas purchased for Northern’s system before expansion of 
16.16¢ per Mef (R. 4264, L. 11, col. (a); 5344, L. 11, col. 
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(a)). Yet, almost five weeks before Respondent issued 
Opinion No. 324 granting the certificates in this case, 
Northern showed its cost of gas purchased in Docket No. 
G-19,040 at 16.99¢—.83¢ per Mcf higher. The understate- 
ment of Northern’s cost of gas purchased for its existing 
system alone accounts for about $3,342,634 (.83¢ per Mcf 
x 402,727,000 Mcf, being Northern’s annual volume of 
sales prior to the certificate applications—R. 3062) of the 


existing system’s “excess revenues”. 


The exhibits relied upon by the Interveners to support 
their “excess revenue” argument are subject to an addition- 
al crucial error: The exhibits include retail revenues from 
Northern’s Peoples Natural Gas Division which never have 
been used to pay Northern’s pipeline cost of service (see 
Pet. Br., p. 7, fn. 8). The inclusion of Peoples Division 
retail revenues is patently as wrong as the inclusion of the 


retail revenues of the Petitioners or any of the other local 
distributors on Northern’s system. The error of using Peo- 
ples’ retail revenues was recognized and avoided by the Re- 
spondent in Exhibit Nos. 180 and 181 and its “arithmetical 
adjustments” based thereon (Resp. Br., p. 23). It is 
startling, however, to find not one word in the Interveners’ 
brief in explanation of the overstatement of revenues to 
Northern resulting from the inclusion of Peoples Division 
retail revenues.” 


5 Although the Interveners purport to quote the criticism of Exhibit 57, 
found at page 17 of Petitioners’ brief, the criticism regarding the in- 
clusion of Peoples Division retail revenues is left out and the Inter- 
veners’ “complete answer to this criticism” does not mention it. 
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A. The Interveners’ exhibits showing the results of 
operating the proposed extensions on an incre- 
mental basis do not support the argument that 
service to the new communities is economically 
feasible to Northern. 


The Respondent and the Interveners secondarily claim 
(after their “excess revenue” on a systemwide basis argu- 
ments) that the proposed extensions were shown to be 
feasible on an incremental basis (Resp. Br., p. 30; Int. Br., 
p. 18). 

The Interveners then cite eight exhibits sponsored by 
either Northern or Intervener Minnesota Valley Natural Gas 
Company—these exhibits are summarized on pages 8-9 and 
11-13 of Petitioners’ brief. The Respondent cites no spe- 
cific evidence in support of the statement queted above; 
however, the only exhibits in this case bearing on the feasi- 
bility of the new extensions are the eight cited by the In- 
terveners and Exhibit Nos. 184 and 185 relied upon by the 
Petitioners. cyreo BY INTERVENERS 

All of these exhibits{except two, Exhibit Nos. 162 (R. 
8489) and 172 (R. 8521), overstated Northern’s revenues 
by including the retail revenues of Peoples Division (see 
Pet. Br., pp. 8 and 12). Exhibit Nos. 162 and 172 both 
used a cost of gas purchased of 16.16¢ per Mef (as was 
done in the “systemwide” exhibits described at pp. 7-8, 
above) notwithstanding the cost of gas purchased shown 
by Northern in Docket No. G-19,040 of 16.99¢ per Mcf. 

Of the eight “incremental” exhibits cited by the Inter- 
veners (Int. Br., p. 18), four—Exhibit Nos. 165, 173, 175 
and 137—are computed using a cost of gas sold to the 
new communities which is 1.55¢ lower than cost of gas sold 
shown in the “systemwide” exhibits and the other four “in- 
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cremental” exhibits. Appendix A hereto compares the cost 
of gas sold as understated in incremental Exhibit Nos. 165, 
173, 175 and 137 with the cost of gas sold used in the 
balance of Northern’s “incremental” exhibits and its “sys- 
temwide” exhibits. 

The situation here is thus one where Northern used one 
figure for the cost of gas sold in its eighth rate increase 
filing in Docket No. G-19,040, a lower figure for cost of 
gas sold in its “systemwide” exhibits and some of its “in- 
cremental” exhibits, and a still lower figure for the cost of 
gas sold in other of its incremental exhibits (those in which 
it applied its “new town test”). 


B. The various calculations contained in the briefs 
of the Respondent and Interveners do not support 
the economic feasibility of the proposed exten- 
sions. 


The Respondent and the Interveners also attempt to dem- 
onstrate the economic feasibility of the proposed exten- 
sions whose certification is being appealed by making 
various calculations not specifically discussed above. An 
analysis of these arguments shows that they contain factual 
inaccuracies which should be specifically replied to. In the 
interest of clarity and brevity the reply will be made in 
summary form. 

Resp. Br., p. 23, fn. 22—Respondent contends that 
Northern’s revenues from jurisdictional services on its ex- 
panded system during the third year of the new services 
will be $1,482,403 more than the total cost of these serv- 
ices. 

The complete answer to this claim is shown above (pp. 
4-7). The Respondent’s claim of systemwide “excess reve- 
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nues” assumes that Northern’s existing system before ex- 
pansion had excess revenues of $5,704,365 which is ir- 
reconciliable with Northern’s eighth rate increase filing. 

Resp. Br., p. 46—Respondent claims that column “1” 
of Appendix 4 of Petitioners’ Joint Application for Rehear- 
ing shows an excess of revenues of $3,301,841. 

The Respondent erroneously fails to deduct from this 
“excess” amount the cost of service on the main line ex- 
tension from Farmington to Duluth, Minnesota ($2,375,- 
217—R. 3622-24). Petitioners suggested in their Joint 
Application for Rehearing that the Respondent require the 
revenue deficient communities to cover at least one-half of 
the cost of service on the new main line necessary to serve 
them in an effort to remove some of the undue financial 
burden resulting from Respondent’s Opinion No. 324— this 
would amount to an average of $15 per Mef exclusive of 
the cost of service on the new main line from Farmington 
to Duluth, Minnesota. As shown by footnote 7 to Appendix 
4 of the Joint Application for Rehearing (R. 11738), the 
figures were taken from Tab 2 of Exhibit No. 185 which 
did not include any cost of service for the Farmington to 
Duluth extension (R. 3622-24). 

Int. Br., p. 18—The Interveners set forth a calculation 
to show that Northern will have systemwide revenues of 
$476,508 in excess of its systemwide cost of service includ- 
ing a 642% rate of return in the third year of operating 
its expanded system. 

This calculation and the argument based thereon is sub- 
ject to two serious errors: (1) it includes phantom “excess 
revenues” from Northern’s existing system in the amount 
of 4.6 million dollars (see pp. 4-7, above); and (2) retail 
revenues of Peoples Division are included. 
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Int. Br., p. 23, fn. 14—The argument is made, based 
upon Petitioners’ Joint Application for Rehearing, that “a 
logical application of Petitioners’ own reasoning and calcu- 
lations indicates a third-year deficiency of most modest 
proportions.” 

As shown on Appendix B hereto, the third-year deficien- 
cy worked out by the Interveners is of such “modest pro- 
portions” because it omits approximately $3,746,017 of 
costs—when these omitted costs are included, the third- 
year deficiency reconciles closely with the third-year de- 
ficiency of $4,180,162 shown on Exhibit No. 184 (R. 
8570, L. 7, col. (d)). 


C. The revenue deficiencies shown in Petitioners’ ex- 
hibits are minimum deficiencies and will cast a 
permanent undue financial burden upon them and 
other existing customers. 


Respondent states that Petitioners’ comparison of the 
third-year benefits of its contribution plan with the third- 
year revenue deficiencies of the proposed extensions is 
“doubly misleading” (Resp. Br., p. 44). The reason for 
this, according to Respondent, is that the “initially larger” 
revenue deficiency decreases over the first three years of 
operation while the “smaller” benefits from its contribu- 
tion plan continue constant. 

The defect in this argument is that the revenue defi- 
ciencies are so large, and the savings effected by the Re- 
spondent’s contribution plan so small (see Pet. Br., App. 
D, p. 9a) that even with a reduction in the revenue de- 
ficiencies for the first three years, the deficiencies remaining 
are so large as to cast an undue financial burden upon Pe- 
titioners. 
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Petitioners emphasize that the deficiencies shown in Ex- 
hibit Nos. 184 and 185 were taken from Northern’s own 
exhibits in this case and are minimum deficiencies. These 
deficiencies do not include any costs for gathering the gas 
to be delivered to the new communities,° the cost of gas 
purchased was understated, one-half of the cost of service 
on the new main lines necessary to serve the new communi- 
ties is omitted, the costs are “frozen” for three years in the 
future while the sales revenues are not. 


i. 


A finding that Northern’s proposal was not economically 
feasible was a condition precedent to the Respondent’s 
order denying service to the revenue deficient com- 
munities unless certain stated contributions in aid of 
construction were made. 


The Respondent and the Interveners both argue that the 
expansion as proposed by Northern was not found to be 
uneconomic by the Respondent (Resp. Br., p. 36; Int. Br., 
pp. 11-13). The gist of their argument is that (1) the ex- 
tensions as proposed were not held to be economical- 
ly unfeasible because the Respondent did not say in 
so many words (Resp. Br., pp. 5, 36; Int. Br., p. 12); 
and (2) the extensions as proposed by Northern were 
feasible all along, the contributions were ordered merely 


6 The Interveners appear to argue (Int. Br., p. 5, fn. 6) that the new 
communities should not be assigned any costs of gathering the gas 
to be delivered to them. It is true that no additional gathering facilities 
are proposed in this case—gathering facilities have been added from 
time to time as new gas supplies are obtained by Northern. But it 
seems illogical to contend that only the existing customers of a pipeline 
pay the costs of gathering the gas to be sold and new customers pay 
none, regardless of when the gathering facilities are added. 
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to enhance this feasibility (Resp. Br., p. 39; Int. Br., 
p. 12). 

The facts of this case and the decision of the Respondent 
thereon support the Petitioners’ position that the Respond- 
ent first found that Northern’s proposal for the extensions 
of service was not economically feasible. 

Northern applied for a certificate authorizing it to initi- 
ate gas service to 342 communities on a certain basis, e.g., 
feasibility would be determined in the fifth year of opera- 
tion; the measuring stations would be considered as part 
of the main line costs; the new communities would not have 
to generate revenues sufficient to cover the measuring sta- 
tion costs of service; and none of the new communities 
would be required to make contributions in aid of con- 
struction. The Respondent rejected Northern’s proposal, 
however, and held “that branch lines should be shown to 
be feasible before a time so remote as the fifth year in order 
not to burden existing customers” (R. 11701) and requir- 
ed that the revenues from a given branch line in the third 
year be sufficient to cover the costs of the measuring sta- 
tions for that branch line (R. 11701-02). The Respond- 
ent then applied its own test of feasibility (R. 11702) and 
conditioned the certification of 124 communities of the 
342 proposed for service upon their making certain con- 
tributions in aid of construction (see Pet. Br., p. 18). If a 
community which was required to make a contribution un- 
der the Respondent’s “contribution plan” did not do so, 
service to that community would be denied completely (R. 
11700, 11713, 11763). 

If the Respondent did not find Northern’s application to 
be uneconomic in the form in which it was presented, then 
why did the Respondent completely revamp the proposal 
in its certificate order and authorize service to 124 com- 
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munities which it characterized as “uneconomic service” 
(R. 11700) only on condition that service would be denied 
to these communities unless they made stated contributions 
“to ameliorate in some degree the pronounced revenue de- 
ficiencies” (R. 11763)? 

It is true that a careful reading of Respondent’s Opinion 
No. 324 and its order denying rehearing does not disclose 
the words, “The Commission finds that the new services 
as proposed by Northern are not economically feasible.” 
Certainly, however, by virtue of the fact that the Respond- 
ent denied service to 124 of the proposed communities un- 
less contributions were made, of necessity required a find- 
ing that the services as proposed by Northern were un- 
economic. If this is not true, what is the basis for the Re- 
spondent’s order that service be denied to the Appendix 
“B” and Appendix “C” communities (see Pet. Br., p. 18) 


unless the required contributions be made? 


i. 


The proposed branch lines will return revenues to North- 
ern so far below their cost of service that an undue 
financial burden is cast upon present customers. 


The Petitioners’ position is misstated by the Respondent 
as requiring “that the percentage of profit on every new 
customer must be as high or higher than that realized from 
existing customers” (Resp. Br., p. 24). Respondent’s brief 
is riddled with references to its “equal-profits” theory 
(Resp. Br., pp. I, 3, 4, 6, 8, 16, 21, 28, 30, 32, 38, 44). 
This interpretation of Petitioners’ position is completely in 
error. 

Petitioners, of course, do not contend that every segment 
of a pipeline must earn the same rate of return or that new 
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extensions must generate the same revenues as the existing 
system. What Petitioners do say, however, is that the pro- 
posed extensions, from which appeal has been taken, will 
return revenues to Northern so far below their cost of 
service that the magnitude of the deficiencies constitutes 
an undue economic burden on present customers. 

It is true that the Petitioners measure the amount of the 
revenue deficiencies below Northern’s cost of service includ- 
ing a 642% rate of return. Petitioners do not claim that 
Northern must, of necessity, earn a return of 642% on 
the new extensions. The simple fact is, however, that 
Northern “is going to endeavor to obtain a 642% rate of 
return on its operations” (R. 3345) and the history of the 
rate increases on Northern’s system demonstrates that it 
will earn the full rate of return allowed by the Respondent 
on all of the facilities installed. Commencing on November 
27, 1958, Northern began collecting, subject to refund 
under the provisions of § 4 of the Natural Gas Act, a 612 % 
rate of return on its investment, pursuant to its seventh 
rate increase filing in Docket No. G-15,335. Commencing 
on December 27, 1959, Northern began collecting, subject 
to refund, a 6-3/4% rate of return on its investment, pur- 
suant to its eighth rate increase filing in Docket No. G- 
19,040. While it is true that the lawfulness of rate increases 
filed in these two dockets has not been decided by the 
Respondent, Northern has been collecting from its customer 
companies its cost of service with at least a 614% rate of 
return since November 27, 1958. 

Assuming that Northern is not allowed a 612% return 
by the Respondent in its decision on these rate filings, the 
revenues from the new extension are so far below North- 
ern’s cost of service that the undue financial burden will 
still exist. 


Iv. 


The economic feasibility of the proposed extensions is 
a@ minimal requirement of “public convenience and 
necessity” which must be proven by substantial evi- 
dence. 


Respondent admits that “economic feasibility must be 
considered in determining whether the public convenience 
and necessity requires the proposed services” (Resp. Br., 
p. 10), that “the burden is on the applicant to make its 
showing on that subject” (Resp, Br., p. 12) and that 
the factor of economic feasibility “inheres in the imme- 
diate words of the statutory phrase ‘public convenience and 
necessity ” (Resp. Br., p. 37). It then argues that proof of 
the economic feasibility to the pipeline of a proposed ex- 
tension is not one of the basic factors which constitute the 
minimum requirements for a showing of public convenience 
and necessity (Resp. Br., p. 12). 

This argument is contrary to the legislative history of 
the Natural Gas Act (Pet. Br., pp. 26, 41-42) and the 
cases (Pet. Br., pp. 24-25). The applicant in a certificate 
proceeding such as is involved here has the burden of 
proving that the certification of the proposed extensions 
will not cast an undue financial burden upon its existing 
customers (i.e., that the proposed extensions are economic- 
ally feasible). Unless an adequate showing is made on this 
element, one of the requirements of public convenience 
and necessity embodied in § 7(e) of the Natural Gas Act, 
15 U.S. C. § 717(e), has not been met and a certificate 
must not issue. 

This principle has long been recognized by the Respond- 
ent, e.g., Kansas Pipe Line & Gas Co., 2 F. P. C. 29, 
57-58, 30 P. U. R. (NS) 321, 347-48 (1939): 
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“In attempting to resolve the question whether 
present or future public convenience and necessity re- 
quires or will require the construction or operation of 
proposed facilities for the transportation or sale of 
natural gas, we have discussed various factors upon 
which we believe applicants for certificates must make 
adequate showing before we can act favorably upon 
their applications. These factors we consider in the 
nature of minimum requirements upon which ap- 
plicants must make a favorable showing, for we feel 
that these minimum requirements must be met if the 
public convenience and necessity is to be adequately 
served by the construction or operation of the pro- 
posed facilities. In the absence of any statutory defi- 
nition of the term ‘public convenience and necessity’ 
we feel that the imposition of these minimum stand- 
ards is entirely reasonable and consonant with the 
Congressional intent in enacting the Natural Gas Act. 
Cf. Federal Radio Commission v. Nelson Bros. Bond 
& Mortgage Co., 289 U. S. 266.” (Emphasis added.) 


The Respondent now explains, however, that its previous 
decisions on this matter were never intended to connote 
that proof of the economic feasibility of the proposed ex- 
tensions was a requirement to obtain a certificate under § 
7 of the Act (Resp. Br., p. 10). To state this proposition is 
to refute it. 

The Respondent states that “economic feasibility” is un- 
defined by the Petitioners (Resp. Br., pp. 10, 12). It then 
inferentially argues from this that “economic feasibility” is 
an elusive concept which is not a requirement of proof in 
order to obtain a certificate while factors such as financi- 
bility and gas supply are of a “more mechanically exact 
nature” or “objective minima” and therefore constitute 
minimum requirements of proof (Resp. Br., pp. 11, 12). Of 
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course, the requirement of economic feasibility cannot be 
defined with mathematical precision any more than the 
requirements of financibility or gas supply can be. But it 
certainly is capable of definition in terms which are as 
“mechanically exact” or “objective minima” as any of the 
other requirements of proof: the evidence must show that 
the proposed extensions are economic so that their addition 
to the pipeline’s existing system will not cast an undue fi- 
nancial burden upon present customers as where the costs 
of serving the proposed extension would be out of propor- 
tion to the revenue to be anticipated by the pipeline. 
A finding on this element must, of course, be support- 
ed by substantial evidence as is the case with a finding on 
any of the other required elements of proof, Petitioners have 
not appealed because the Respondent did not “consider” 
the element of economic feasibility—Petitioners have ap- 
pealed because the evidence shows that the Respondent did 
not give it due consideration and because there is not sub- 
stantial evidence to support the findings on the matter. 
The Respondent (Resp. Br., pp. 32-35) and the Inter- 
veners (Int. Br., pp. 4, 15-16, 19-20, 24) devote much of 
their argument and record citations to the need of the 
proposed communities for gas and how this need was weigh- 
ed by the Respondent in its decision. If a minimum require- 
ment of proof is not satisfied, however, that requirement 
certainly cannot be bolstered by a super-abundance of evi- 
dence on some other minimum requirement. For example, 
a lack of substantial evidence on the element of an “ade- 
quate gas supply” cannot be made up by over-proof of 
“financibility’—nor can a lack of substantial evidence on 
“economic feasibility” be cured by evidence of “market 
demand”. Only after all minimum requirements upon which 
an adequate showing must be made have been satisfied 
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can the Respondent exercise its judgment in balancing the 
interests of the public. Here, the findings of the Respondent 
on the element of economic feasibility are not supported by 
substantial evidence and the opportunity for Respondent to 
balance the equities never arose. To hold otherwise would 
destroy the requirement of economic feasibility and the 
protection it was intended to afford the present customers 
of an existing pipeline. 


CONCLUSION 


Petitioners are mindful of the requirements of the “sub- 
stantial evidence” rule and of the language of § 19(b) of 
the Natural Gas Act, 15 U. S. C. § 717r(b), that “the 
findings of the Commission as to the facts, if supported by 
substantial evidence, shall be conclusive.” An adequate 
showing on the requirement of the economic feasibility of 


the proposed extensions has not been made, however, and 
the Respondent’s findings thereon are not supported by 
substantial evidence: 


(1) Northern proposed service to 342 communities 
on a certain basis; 


(2) The Respondent rejected Northern’s proposal be- 
cause it was not economically feasible; 


(3) The Respondent revamped Northern’s proposal 
and applied its own test of economic feasibility. This test 
resulted in 124 communities being denied service unless 
they made contributions in aid of construction to amelio- 
rate in some degree the pronounced revenue deficiencies 
which would result from their uneconomic service; 


(4) According to Northern’s proposal, service to the 
new communities would result in revenue deficiencies for 
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the first three years of service in a minimum amount of 
$17,642,422. These deficiencies are below what Northern 
stated it would endeavor to earn on its operations and below 
what it has been actually collecting from Petitioners since 
November, 1958; 


(5) The Respondent’s test of economic feasibility re- 
sulted in a contribution plan which required 124 communi- 
ties to make contributions in aid of constructing the new 
facilities. These contributions will reduce the minimum 
revenue deficiencies which otherwise would have resulted 
from Northern’s plan for service by only 6% over the first 
three years of service. The remaining revenue deficiencies 
are so great as to cast an undue financial burden upon 
Petitioners and other existing customers, 


(6) The exhibits and evidence relied upon to support 
the Respondent’s findings on the element of economic 
feasibility are unreliable for a variety of reasons: Northern’s 
existing system before expansion was assumed to have sub- 
stantial excess revenues while, contemporaneously, North- 
ern filed for an 8.5 million dollar rate increase to cover 
revenue deficiencies on its existing system; retail revenues 
of Northern’s Peoples Natural Gas Division were included 
notwithstanding the fact that these revenues have never 
been used to pay Northern’s pipeline cost of service; the 
cost of gas was understated. 

Petitioners are well aware of the need that the proposed 
communities have for gas service. They are also well aware 
of the large revenue deficiencies which will result from the 
certificate granted in Respondent’s Opinion No. 324 and of 
the impact which these deficiencies will have upon them. 
This impact must also be considered in light of the history 
of Northern’s eight rate increase filings since 1950 and of 
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the precedent which this case will create for the “over 
200 towns” (R. 3329) not in this case which have request- 
ed,irom Northern. This case appears to be one of first im- 
pression—in it the precedent will be made for the require- 
ment of the economic feasibility of extensions into new 
areas by an established pipeline. 

The Petitioners do not contend that a proposed extension 
of service must pay all of the incremental cost of service 
or not cast any burden upon existing customers. Their ac- 
tions in this case have demonstrated that. They are willing 
to assume their just share of the lawful burden of expand- 
ing Northern’s system but not an undue burden which 
saddles them with large revenue deficiencies as is the case 
here. 

In the oral argument before the Respondent, Petitioner 
Minneapolis Gas Company proposed that all proposed com- 
munities be certified without condition regardless of reve- 
nue deficiencies so long as the communities would meet 
their incremental cost of service when their development 
period was over and their full economic growth had been 
reached—whatever the reasonable development period 
would be (R. 4043-44). The communities which could 
not meet this test would not be denied service. Instead, 
they would be allowed to improve their feasibility in a man- 
ner to be developed by the Respondent so as to entitle them 
to service. The Respondent rejected this proposal. 

In their Joint Application for Rehearing the Petitioners 
urged that all new communities would be certified without 
condition which would pay the costs included in the Re- 
spondent’s test of economic feasibility plus one-half of the 
cost of service on the new main line facilities which had 
to be built to serve them (R. 11727-28). (The Respond- 
ent disregarded the cost of service on these facilities, the 
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construction costs of which constitute $59,202,480 or 52% 
of the total construction costs of the entire project.) Here 
again, the communities which could not meet this test of 
feasibility would not be denied service but allowed to qual- 
ify for service by making contributions, contracting for 
minimum amounts of gas or in some other manner found 
reasonable by the Respondent. This proposal was also re- 
jected. 

Petitioners now pray this Court for relief as set forth in 
pages 43-44 of their brief. 


Dated March 14, 1960. 


Respectfully submitted, 


P. L. FARNAND 

GEORGE C. MASTOR 

FARNAND, LEE, MASTOR & HART 
410 Roanoke Building 
Minneapolis 2, Minnesota 


GEORGE C. PARDEE 
18th and Harney Streets 
Omaha, Nebraska 
Counsel for Petitioners 


Of Counsel: 
G. H. SEIG 
H. H. Fourks 
Metropolitan Utilities 
District of Omaha 
18th and Harney Streets 
Omaha, Nebraska 
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APPENDIX A 


COMPARISON OF COST OF GAS 
1 Cost per Mcf of gas purchased 


This cost per Mcf of gas purchased was used in all 
of the Interveners' and Respondent's exhibits except 
Exhibit Nos. 165, 173 and 175 (R. 4264, L. 11). 


The 16.16¢ cost per Mcf of gas purchased was then 
adjusted in all of the Interveners' and Respondent's 
exhibits to allow for gas used by Northern in its 
transmission operations and line loss as follows: 


Add: Gas used in operations=-8.5% (R. 4264, L. 7) 
Add: Line loss=<-1% (R. 4264, L. 9) 


Total cost per Mcf of gas sold (after adjustments for gas 
used in transmission operations and line loss) 


Working from the 16.16¢ cost per Mcf of gas 
purchased, all of the Interveners' and Respondent's 
exhibits except Nos. 165, 173 and 175 used this cost 
per Mcf of gas sold. 


Cost per Mcf of gas sold (after adjustments for gas used in 
transmission operations and line loss) used in Exhibit Nos. 
165, 173 and 175 for the purpose of applying Northern's 
“new town" test was 


Amount per Mcf by which the cost of gas sold in Exhibit 
Nos. 165, 173 and 175 is understated below the cost per 
Mcf of gas sold in all other Interveners' and Respondent's 
exhibits 


a The cost per Mcf of gas purchased which was used in Northern's 
eighth rate increase filing, Docket No. G=19,040, was 16.99¢. 
After adjustment for gas used in transmission operations and line 
loss, the cost per Mcf of gas sold used in Northern's eighth rate 
increase filing was 18.60¢. 


The cost per Mcf of gas sold in Northern's eighth rate increase 
filing, Docket No. G-19,040, was therefore 2.45¢ higher than that 
used by Northern in its "new town" test as applied in Exhibit Nos. 
165, 173 and 175: 18.60¢ - 16.15¢ = 2.45¢. 


2 this adjustment must be made to the cost of gas-purchased in order 
to properly arrive at the cost to Northern per Mcf of gas sold. 


APPENDIX B 


Costs EXCLUDED FROM THE CALCULATION OF THIRD-YEAR REVENUE DEFICIENCIES— 
INTERVENERS' BRIEF, PAGE 14, FOOTNOTE 23 


‘The costs erroneously excluded by the Interveners in their calculation of 
the deficiencies of the proposed extensions are primarily the following: 


1 Cost of service attributable to the new main line extension 
1 from Farmington to Duluth, Minnesota $2,375,217 


This is the cost of service for the fifth year of 
operation based upon the facilities necessary for the 
third year of operation. The record did not contain 
any information on the facilities necessary for the 
€ifth year of operation. (R. 3622-24) 1 


2 Additional cost of service applicable to the new main line 


extension from Farmington to Duluth 99,800 
° 


This addition is necessary because the third-year 
cost of service will be higher than the fifth-year cost 
of service which is shown above. The reason for this 
is that the property will not be depreciated as much in 
the third year as it will be in the fifth year——-the rate 
base will be higher and therefore the return will be 
higher in the third year. 


3 Additional cost of gas sold 1,271,000 


This addition is necessary because Int. Br., p- 23, 
fn. 14 understates the cost of gas per Mcf of sales 
by 1.55¢——see Appendix A hereto. 


4\ Costs not included in the third-year revenue deficiencies 
calculated by the Interveners $3,746,017 


A Add: Third-year revenue deficiencies shown by Interveners 
in their brief on page 23, footnote 14 424,869 

6 Interveners' third-year revenue deficiencies after addition 
of costs which were erroneously excluded $4,170,886 # 


lL pet. Br., p. 15, fn. 23 states, "The cost of service for the third 
year of this main line extension is $2,375,217 (R. 3622=24)." More 
accurately stated, this statement would read, “The fifth-year cost 
of service of this main line extension based upon third-year 
facilities is $2,375,217. (R. 3622-24) .” 


2 asa practical matter, this reconciles with the third-year revenue 
deficiencies (excluding the cost of gathering the gas for the new 
Communities) of $4,180,162 shown by witness Fleer in Exhibit No. 184 
(R. 8570, L. 7, col. (a) ) and cited in Petitioners' Brief, Appendix D. 
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COUNTERSTATEMENT OF QUESTION PRESENTED 


Did the Federal Power Commission act arbitrarily in 
issuing a Certificate of Public Convenience and Necessity 
authorizing an interstate pipeline supplier to provide initial 
‘natural gas service to 342 communities after weighing 
iyoluminous and substantial evidence establishing that each 
of the communities had a need for such service and that 
‘the pipeline supplier was able and willing properly to 
render the service proposed, particularly when the Com- 
‘mission, after reviewing extensive evidence respecting the 
estimated economic results of certification of the total serv- 
‘ice proposed, further found that if 124 communities were 
required to make certain monetary contributions with re- 
spect to the extension of service to them, the feasibility of 
the entire project would be enhanced and the Commission 
conditioned the certificate upon the making of such con- 
tributions? 
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Proper Exercise of Adiministrative Discretion 
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IN THE 


United States Court of Appeals 


For tHe Districr or CobumBiA Circuir 
No, 15,483 


Minneapouis Gas Company, METROPOLITAN UTILITIES DISTRICT OF 
OmaHA AND Counci. Buurrs GAs Company, Petitioners, 


v. 
FeperaL Power Commission, Respondent, 


NorTHEeRN NaturAL Gas CoMPANY 
Stare of MINNESOTA 
City or DutuTH, MINNESOTA 
Superior Water, Licut AnD Power CoMPANY 
Mixnesota VALLEY NaturaL Gas COMPANY 
Iowa Pusuic SERVICE COMPANY 
Towa Power aNp LicHT CoMPANY 
NoRTHWESTERN PvuBLic SERVICE COMPANY 
Wititmar Gas CoMPANY 
Intervenors. 


On Joint and Several Petition to Review Orders of the 
Federal Power Commission 


BRIEF OF INTERVENORS 
NORTHERN NATURAL GAS COMPANY. STATE OF MIN- 
NESOTA, MINNESOTA VALLEY NATURAL GAS COM- 
PANY, IOWA PUBLIC SERVICE COMPANY. IOWA POWER 
AND LIGHT COMPANY. NORTHWESTERN PUBLIC SERV- 
ICE COMPANY AND WILLMAR GAS COMPANY 


COUNTERSTATEMENT OF THE CASE 


This review proceeding involves the validity of certifi- 
cates of public convenience and necessity issued by the 
Federal Power Commission (Commission) to Northern 


2 
Natural Gas Company (Northern), a long-established 
interstate pipeline company subject to regulation by the 
Commission under the Natural Gas Act (Act of June 21, 
1938, c. 556, 52 Stat. 821-833, amended by Act of February 
7, 1942, ¢. 49, 56 Stat. 83, 15 U.S.C. 717-717w). 


The Applications By Northern 


On January 12, 1959, Northern filed two applications for 
certificates of public convenience and necessity under Sec- 
tion 7 of the Natural Gas Act (15 U.S.C. 717f), at Commis- 
sion Docket Nos. G-17485 and G-17486. At Docket No. G- 
17485, Northern proposed to extend its existing pipeline 
system! from its northern terminus in the Minneapolis-St. 
Paul area, northward to Duluth, Minnesota and Superior, 
Wisconsin, a distance of approximately 170 miles. From 
this extension, Northern proposed to make natural gas 
available for the first time to Duluth and Superior and to 
37 other Minnesota and Wisconsin communities located 


along the route of the proposed line (R. 41747). At 
Docket No. G-17486, Northern proposed to construct and 
operate facilities to provide initial natural gas service to 
303 communities located in Iowa, Minnesota, South Dakota, 
Nebraska, Wisconsin and Illinois. 


A total of 342 communities was proposed for service.’ 
All of these communities were entirely without natural gas 
service. The aggregate amount of third-year contract de- 


1 Traversing the States of Kansas, Nebraska and Iowa and parts of South 
Dakota and Minnesota. 


2 As originally proposed at Docket No, G-17485, the number of communities 
was 39, and in Docket No. G-17486 the number of communities was 287, 
making a total of 326. The number of proposed communities at Docket No. 
G-17486 was reduced to 279 during the course of the hearing (R. 1143, 
1166-67) and then increased to 303 when Northern agreed to serve 24 addi- 
tional communities proposed by various intervenors (R. 2375-77) thus in- 
creasing to 342 the number of communities ultimately proposed and cer- 
tificated at both dockets. 
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mand? which Northern proposed to make available for the 
342 communities was 230,899 Mef (R. 11700). 


The facilities proposed at the two dockets included vari- 
ous pipeline loops of Northern’s existing main line, addi- 
tional main line compression, branch lines to the city gates 
of the proposed new communities, and town border measur- 
ing stations, as well as the main line extension to Duluth- 
Superior and a further extension to the Mesabi Iron Range 
area of northern Minnesota (R. 4174-7, 5129-39, 8505-06). 
The total cost of constructing the required facilities was 
estimated to be approximately $110,400,000 (see Pet. Br., 


pp. 4-5). 


The Hearing and the Evidence 


After due notice, a consolidated hearing was held before 
a Presiding Examiner. The hearing commenced on April 
20, 1959 and concluded on June 18, 1959, after 27 actual 
hearing days. Parties included the Applicants, the State of 
Minnesota, the Public Service Commission of Wisconsin, 
the Illinois Commerce Commission, the Staff of the Federal 
Power Commission and 47 intervenors (B. 11695). Among 
the intervenors were 15 existing utility customers of North- 
ern‘ and various distribution companies and municipalities® 
seeking initial service from Northern. 


An extensive record was made upon all issues presented 
by the certificate applications. The record includes 187 ex- 
hibits, 14 items by reference and nearly 4000 pages of testi- 


3 The agreed maximum daily volume of gas that Northern is obligated to 
deliver, 

4 Includes Minnesota Valley Natural Gas Company, Iowa Public Service 
Company, Iowa Power and Light Company and Northwestern Public Service 
Company, intervenors in this review proceeding in support of the Commission’s 
orders, as well as the three Petitioners. 


sIncludes City of Duluth, Superior Water, Light and Power Company 
and Willmar Gas Company, intervenors in this review proceeding in support 
of the Commission’s orders. 
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mony, the vast bulk of which related to Northern’s appli- 
cations at Docket Nos. G-17485 and G-17486. 


Petitioners did not and do not challenge the fact that the 
Commission properly found that Northern, as applicant, 
fully sustained its burden of proving by competent and 
material evidence that it had an adequate gas supply, that 
it had properly designed its proposed facilities and esti- 
mated their cost, that it had a market for its gas, that it 
was able to finance the entire project to serve the 342 com- 
munities and that it was otherwise ‘‘able and willing prop- 
erly to do the acts and to perform the service proposed’’ as 
required by Section 7(e) of the Natural Gas Act (15 U.S.C. 
717£(e)). 


Numerous parties supporting Northern’s applications 
presented extensive and material evidence establishing the 
need of each of the 342 communities for natural gas service 
and the ability of the proposed distributors in those com- 
munities to purchase gas from Northern and to resell it on 
an economic basis (see infra, pp. 16, 18-19). The record 
shows that many of these communities had been before the 
Commission several times actively seeking natural gas but, 
for various reasons not here pertinent, had been unable to 
obtain service (see infra, p. 20). 


The record contains extensive evidence presented by 
Northern disclosing the estimated effect of the proposed 
new service upon its revenues and cost of service. This 
evidence consists of Exhibits 9, 49, 50, 57, 161, 162, 165, 170, 
171, 172, 173, and 175 (R. 4253-80, 5096, 5097, 5333-60, 8487- 
88, 8489, 8495-8501, 8519, 8520, 8521, 8522-36, 8539-41) and 
supporting testimony. The intervenor, Minnesota Valley 
Natural Gas Company, also presented an exhibit pertain- 
ing to the extensions necessary to serve 21 specified com- 
munities (Exh. 137, R. 7881-92). 


Northern’s primary evidence on the economics of its 
project was presented on an overall systemwide basis. In 


5 


other words, the estimated revenues from and cost of the 
proposed new service was “rolled into” or included with the 
revenues and costs pertaining to the entire Northern system 
as proposed to be expanded. This evidence established 
that estimated systemwide revenues would exceed estimated 
systemwide cost of service, including a 64 percent return 
on Northern’s investment, by nearly half a million dollars 
in the third year of service (See infra, p. 18). Additionally, 
Northern presented evidence showing the revenues and costs 
associated with its projects at Docket Nos. G-17485 and 
G-17486 on an incremental basis, without reference to 
Northern’s existing system. This evidence shows an es- 
timated incremental rate of return in the third year of 
service amounting to 5.66% in the case of Docket No. 
G-17485 (R. 8489) and 4.20% as respects Docket No. 
G-17486 (R. 8521). 


All parties to the consolidated proceeding were afforded 
an opportunity to cross-examine all witnesses and to pre- 
sent evidence. Three of Northern’s existing customers, 
Council Bluffs Gas Company (Council Bluffs), Minneapolis 
Gas Company (Minneapolis) and Metropolitan Utilities 
District of Omaha (MUD) took a position at the hearing in 
opposition to the whole or a part of Northern’s applica- 
tions, as proposed. Council Bluffs presented Exhibit 184 
(R. 8565-74) and the testimony of witness Fleer. Min- 
neapolis presented Exhibit 185 (R. 8575-95) and the testi- 
mony of witness O’Brien. MUD presented no evidence. 


Exhibit 184 consists of various computations and tabula- 
tions, prepared on an incremental basis, which purport to 
show ‘‘deficiencies’’ in revenues below those required to 
provide Northern with a 612% rate of return on its invest- 
ment in the proposed facilities. The computations in Ex- 
hibit 184 result in a purported third year ‘‘deficiency’’ of 
$4,180,162 (R. 8570, col. (d), 1.7).° The witness Fleer indi- 


6The amount of the purported deficiency would be greater if allowance 
were made for ‘‘ gathering costs’’ as computed by witness Fleer, but on cross- 
examination he admitted that no gathering facilities were proposed at Docket 
Nos. G-17485, et al. and that Northern did not require any such facilities to 
render the service proposed (R. 3803). 
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cates in Exhibit 184 that the incremental rate of return on 
Northern’s investment is in an amount of 3.82% in the 
third year of service. This exhibit also includes a com- 
putation of an average ‘‘Incremental Main Line Trans- 
mission Constant Cost’’ in the amount of $31.14 per Mcf 
of contract demand. 


Exhibit 185 (R. 8575-95) was prepared by witness 
O’Brien and offered by Minneapolis. This exhibit pur- 
ports to show the effect upon Minneapolis if Northern were 
to collect increased rates in the amount of the deficiency 
calculated by witness Fleer (R. 8577) and to rank the 140 
branchlines proposed by Northern to serve the 342 com- 
munities (R. 8591-5) in accordance with a cost of service 
formula developed by witness O’Brien (R. 8578-90) from 
figures presented on Exhibit 184. The cost of service com- 
puted by witness O’Brien for his branchline ranking in- 
cluded an average Main Line Constant Cost of $30 per 
Mef of contract demand,’ in addition to all branchline, 


measuring station and variable costs (R. 3598-9). On this 
basis, witness O’Brien’s calculations show 17 branchlines 
with revenues in excess of cost of service, and the remain- 
der of the branchlines with deficiencies (R. 8591-5, col. (d)). 
The revenue excesses on the 17 branchlines as set forth on 
Exhibit 185 total $2,905,404 (R. 8591-2, col. (d); R. 3631-2). 


Although Petitioners’ witnesses criticized Northern’s 
applications on the ground of economies, none of Petition- 
ers presented any plan or proposal at the hearing for 
modifying Northern’s project to meet their objections. 
Witness Fleer testified that Council Bluffs ‘‘felt’’ that 
the new communities should pay a ‘‘higher percentage’’ of 
the cost of service (R. 3809), but was unable to state in 
what percentage or in what amount (R. 3809-11). Wit- 
ness O’Brien recommended only that the 17 branchlines be 
certificated which he had calculated would generate reve- 
nues in excess of cost of service (R. 3642). 


7 Witness O’Brien ‘‘rounded off’’ to $30 the average of $31.14 calculated 
by witness Fleer (R. 3596). 


Opinion No. 324 


Upon motion by Northern, the Respondent ordered that 
the intermediate decision procedure be omitted (R. 11662- 
66). Briefs were filed and oral argument was held before 
the full Commission. 


On July 31, 1959, Respondent issued its Opinion No. 324 
and accompanying order in which it issued to Northern 
certificates of public convenience and necessity to construct 
and operate the facilities necessary to serve all 342 com- 
munities upon condition that 124 communities make certain 
capital contributions as a condition precedent to service 
to them.® 


In rendering its decision the Commission carefully re- 
viewed the entire record and concluded therefrom that 
Northern was able and willing properly to do the acts and 
to perform the services proposed, that the proposed con- 
struction and operation was required by the public con- 
venience and necessity and that certificates therefor should 
be issued as conditioned (R. 11710). Inter alia, the Com- 
mission found that ‘‘Northern has markets that it will be 
able to serve and its project will be feasible’? (R. 11701) 
and that as a result of the contributions prescribed ‘‘North- 
ern’s return on the incremental facilities will be improved, 
and the feasibility of its entire project will be enhanced.’’ 
(R. 11704) 


Joint Application for Rehearing 


Minneapolis, Council Bluffs and MUD filed a Joint Appli- 
cation for Rehearing of Opinion 324 and the Order of July 
31, 1959, contending that the contributions prescribed were 


8 Sixty-nine communities listed in Appendix B to Opinion 324 (R. 11717-8) 
were required to contribute to the cost of constructing measuring stations 
(R. 11711) and 55 communities, listed in Appendix C (R. 11718-9) were re- 
quired to contribute the entire cost of constructing the measuring stations 
and a part of the cost of constructing the branch lines to serve them (R. 
11711). Total contributions required from distributors pursuant to the con- 
ditions prescribed by the Commission totalled $2,353,599 (R. 11733, 34). 
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insufficient, and that Northern’s project, as certificated, 
would result in an undue burden on existing customers (R. 
11721-38). Rehearing was requested as to certification of 
those branchlines which did not show an excess of revenues 
over total cost of service, including 50% of main line in- 
cremental costs, as calculated in Appendix 4 to the Joint 
Application (R. 11736-38). 


On September 18, 1959, the Commission issued an Order 
which denied the Joint Application for Rehearing. In re- 
jecting the contentions of the Joint Applicants (Petition- 
ers), the Commission pointed out that many of the pro- 
posed branchlines would produce revenues in excess of the 
cost of service and that ‘‘there is no requirement that each 
service rendered by a given utility must produce revenues 
equivalent to the revenues derived from each other service”’ 
(R. 11763). 


Petitioners’ Joint and Several 
Petition for Review 


On November 13, 1959, Petitioners filed their Joint and 
Several Petition for Review of Respondent’s orders dated 
July 31, 1959 and September 18, 1959. Review is sought 
only of the Respondent’s certification of service to the 243 
communities listed in Appendix B to Petitioners’ Brief. 


SUMMARY OF ARGUMENT 


Petitioners’ Brief is based upon the erroneous premise 
that in its Opinion 324 and Orders issued July 31, 1959 and 
September 18, 1959, Respondent found that the project of 
Northern Natural Gas Company as proposed was uneco- 
nomic. The Commission made no such finding. To the 
contrary, the Commission actually found that the feasibility 
of Northern’s project would be enhanced if certain com- 
munities were required to make monetary contributions to 
Northern as a condition precedent to the extension of serv- 
ice to them. 
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The statutory requirements basic to the issuance of a 
certificate of public convenience and necessity are that the 
applicant be found able and willing properly to do the acts 
and to perform the service proposed and that the Commis- 
sion find that present or future public convenience and 
necessity requires or will require the issuance of the certi- 
ficate requested. 


In the instant proceeding the Commission found that 
Northern was willing and able properly to construct and 
operate its project designed to bring natural gas service to 
342 towns, no one of which had ever had the benefits of 
such service. Petitioners do not now, nor have they ever 
challenged this finding or the subsidiary findings upon 
which it is based such as the adequacy of Northern’s gas 
supply, Northern’s ability to finance, on both reasonable 
and proper terms, the construction of over $100,000,000 of 
required new facilities, the reasonableness of Northern’s 
estimates of cost, or the adequacy of the engineering de- 


sign of Northern’s facilities. 


Public convenience and necessity is a complex of many 
factors, not the least significant of which is the existence of 
a need or requirement for the gas service proposed. The 
Commission, after reviewing extensive and substantial evi- 
dence pertaining to the existence of a need for the service 
proposed, found that there was a demanding market in the 
342 communities for natural gas service, 


The Commission further reviewed and weighed extensive 
evidence respecting the economic results pertaining to 
Northern’s proposed expansion program. This evidence 
demonstrated the economic results that were estimated to 
obtain when the single increment of expansion was rolled 
into and viewed in the entirety of the operation of North- 
ern’s extensive pipeline system, a natural gas pipeline op- 
eration of more than 25 years standing. This evidence also 
dealt with the economic results estimated to pertain to 
the single increment of expansion encompassed by North- 
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ern’s applications, as if that single increment stood alone 
and separate from all of Northern’s other extensive opera- 
tions. And Petitioners presented evidence designed to 
show the estimated economic results obtaining from an 
individual analysis of each of the 140 branch lines Northern 
proposed to construct in order to serve the 342 communi- 
ties. 


It is significant that all of these economic analyses demon- 
strate that the totality of the service proposed yields some 
return on Northern’s investment, albeit the quantum of that 
return will and does vary with the base to which the arith- 
metical computations are applied. 


After reviewing all of this evidence pertaining to need, 
ability and willingness to serve and the varying economic 
results flowing from the utilization of different arithmetical 
computations, the Commission found that the public con- 
venience and necessity required certification of the project 
proposed and further found that the feasibility of the proj- 


ect would be enhanced if certain of the 342 communities 
were required to make capital contributions as a condition 
to extending service to them. 


Since the Commission’s findings were supported by sub- 
stantial evidence and the action taken by the Commission 
was clearly within the ambit of the discretionary powers 
committed to it by the Congress under the Natural Gas 
Act, judicial inquiry in this review proceeding is properly 
at an end and the Commission’s orders must be affirmed. 
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ARGUMENT 
I. 


PETITIONERS’ BASIC CONTENTION THAT THE COMMISSION 
FOUND NORTHERN’S PROJECT TO BE UNECONOMIC 
WITHOUT CONTRIBUTIONS IS ERRONEOUS 

The entire structure of Petitioners’ argument is bottomed 
upon their allegation that: 


‘‘Respondent found that the project was uneconomic 
and would cast an undue burden on Northern’s present 
customers.’’ (Pet. Br., p. 26) 


Essentially the same allegation appears in lines 3 through 
6 of Petitioners’ ‘‘Statement of Question Presented’’ and 
in at least six other places in Petitioners’ Brief (pp. 17, 23, 
33, 36, 37, 38). 


Acting upon the erroneous assumption that the Commis- 
sion found that Northern’s project was infeasible without 
capital contributions, Petitioners proceed to make arith- 


metical computations purporting to show that the contribu- 
tions prescribed in the Respondent’s certificate order of 
July 31, 1959 were insufficient in amount to ‘‘cure’’ an 
alleged ‘‘fatal defect’? of the proposed expansion as re- 
spects economics and remove an alleged ‘‘undue burden’’ to 
be cast upon Northern’s present utility customers (Pet. 
Br., pp. 34-40).° 


The most obvious difficulty with the entire structure of 
this arguinent is that Petitioners’ basic premise respecting 
the Commission’s alleged finding is erroneous. The fact is 
that the Commission did not make a finding that ‘‘North- 
ern’s project was uneconomic and would cast an undue 
burden on Northern’s present customers’’ as claimed by 


9 Prior to certification of the project here under review, Northern, a long- 
established pipeline transporter, sold natural gas in interstate commerce for 
resale to 34 different utility customers which distribute gas locally. Only 
three of these utility customers, the Petitioners, challenge Respondent’s Orders 
and argue that an ‘¢undue burden’? is thereby put upon Northern’s ‘‘ present 
utility customers.’’ 
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Petitioners. Indeed, Petitioners nowhere quote from or 
cite any part of Opinion No, 324 or the Orders of July 31 
or September 18 which contain the alleged finding in the 
words used by Petitioners or any other words to the same 
effect. It would have been impossible for them to do so for 
the reason that there is no such language in the Commis- 
sion’s Opinion or Orders here under review. 


What the Commission actually found was that the con- 
tributions required from 124 of the 342 communities would 
enhance the feasibility of the entire project. The Commis- 
sion said: 


‘< Northern estimates that in the third year of 
service to the 342 communities it will earn in excess of 
a 6% percent rate of return on its entire system al- 
though the rate of return on the incremental facilities 
to be constructed in the two dockets will be somewhat 
short of this, but will still represent a substantial re- 
turn on its investment. This rate of return on incre- 
mental facilities would, of course, be increased as a 
result of the provisions we make below for elimination 
of certain uneconomic service or for alternative con- 
tributions by the distributors in the communities 
involved * * * We therefore conclude that Northern 
has markets that it will be able to serve and its pro- 
ject will be feasible particularly after the provisions 
we shall now discuss for customers who may not pay 
their proper share of Northern’s cost of service * * * 
As a result of the application of the principles ex- 
pressed above, . . . Northern’s return on the incre- 
mental facilities will be improved; and the feasibility 
of Si entire project will be enhanced.”’ (R. 11700, 11701, 
11704) 


It is readily apparent from even a cursory reading of 
the pages of Opinion No. 324 from which the above quota- 
tions were taken (R. 11700-04) and from the relevant 
portions of the Commission’s Order Denying Rehearing 
(R. 11763-4) that the only findings made by the Commis- 
sion of ‘‘revenue deficiencies’? or ‘‘uneconomic service’ 
related solely to the failure of certain particular branch- 


lines, standing alone, to return sufficient revenues in the 
third year of service to defray the cost of gas as delivered 
at the town border stations (average cost of gas in the 
field plus out-of-pocket mainline costs), plus the branch- 
line cost of service, plus the cost of service of the measur- 
ing stations for each community (see particularly R. 11702). 
It was the conclusion of the Commission that communities 
on such branchlines ‘‘may not pay their proper share of 
Northern’s cost of service’? (R. 11701). 


This is in no way equivalent to a finding that Northern’s 
project as a whole was uneconomie without contributions. 
Nowhere in the Opinion or Orders does any such finding 
appear. 

I. 


THE COMMISSION'S CERTIFICATE ORDER WAS A PROPER 
EXERCISE OF ADMINISTRATIVE DISCRETION WHICH IS 
SUPPORTED BY SUBSTANTIAL EVIDENCE 


1. Section 7 of the Natural Gas Act Invests the Commission 
With a Broad Discretion to Determine the Public Con- 
venience and Necessity 


In its Opinion No. 324 and accompanying Order of 
July 31, 1959, issuing a conditional certificate of public 
convenience and necessity to Northern, the Commission 
acted pursuant to the broad authority granted to it under 
Section 7 of the Natural Gas Act. Subsection (e) of 
Section 7 (15 U.S.C. TI7f (e)) reads, in pertinent part, 
as follows: 


“<a certificate shall be issued to any qualified 
applicant therefor .. . if it is found that the applicant 
is able and willing properly to do the acts and to 
perform the service proposed and to conform to the 
provisions of the Act and the requirements, rules, and 
regulations of the Commission thereunder, and that 
the proposed service, sale, operation, construction, 
extension, or acquisition, to the extent authorized by 
the Certificate, is or will be required by the present 
or future public convenience and necessity; otherwise 
such application shall be denied. The Commission shall 
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have the power to attach to the issuance of the Cer- 
tificate and to the exercise of the rights granted 
thereunder such reasonable terms and conditions as 
the public convenience and necessity may require.’’ 


Pursuant to this authority, the Commission is required 
to issue a certificate if the applicant shows that it ‘‘is able 
and willing properly to do the acts and to perform the 
service proposed and to conform to the provisions of the 
Act and the requirements, rules, and regulations of the 
Commission thereunder’’ and that such service ‘‘is or will 
be required by the present or future public convenience and 
necessity.”’ 


Petitioners do not challenge the ability and willingness 
of Northern to provide service to each of the 342 com- 
munities authorized for service or the Commission’s find- 
ing with respect thereto. There is no issue in this review 
proceeding as to the sufficiency of the evidence of record 
respecting such matters as Northern’s gas supply, design 
of facilities or ability to finance the total cost of the pro- 
jects at Docket Nos. G-17485, et al., as proposed (Pet. Br., 
pp. 23-24). Nor is there any due process issue. The only 
question posed by the Petition for Review is whether the 
Commission acted properly within its discretion under 
Section 7 of the Act in making the statutory finding of 
public convenience and necessity in its Order of July 31, 
1959. 


The law is well-settled that Congress intended for the 
Commission, not the Courts, to evaluate the various factors 
which make up the complex known as the ‘‘public con- 
venience and necessity’? and to draw the conclusion in an 
individual case that the present or future public convenience 
and necessity either requires or does not require the grant- 
ing of the certificate. Department of Conservation of 
Louisiana v. FPC, 148 F. 2d 746 (CA 5, 1945), In 
reaching its conclusion, the Commission stated in its 
Opinion No. 324 and related orders the considerations 
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which led to its decision. The Commission’s discretion 
having been exercised in this case and a certificate having 
been issued to Northern authorizing extension of service 
to the 342 communities, the Commission’s expert judgment 
cannot be disturbed by a reviewing Court absent a showing 
of an arbitrary abuse of discretion or lack of substantial 
evidence to support the Commission’s finding that the 
public convenience and necessity required rendition of the 
service as authorized. ICC v. Parker, 326 U.S. 60, 65 S. Ct. 
1490, 1493 (1945) ; National Coal Association v. FPC, 89 
App. D. C. 135, 191 F. 2d 462 (1951). 


Indeed, it has been held that a Federal Power Commis- 
sion order granting a certificate may be set aside only 
when the evidence admits of but one conclusion, that its 
eranting will not serve the public convenience and necessity. 
Department of Conservation v. Federal Power Commis- 
sion, supra; Cia Mexicana De Gas v. Federal Power Com- 
mission, 167 F. 2d 804 (CA 5, 1948). 


2. The Commission’s Order is Supported by Substantial 
Evidence 


In the instant case the extensive hearing record in the 
Commission proceedings, consisting of approximately 4000 
pages of testimony and 200 exhibits and other evidentiary 
items, is replete with substantial evidence bearing upon 
the public convenience and necessity to be served by the 
Northern project here involved. The evidence is patently 
more than adequate to support the Commission’s order 
of July 31 authorizing service by Northern to the 342 new 
communities, including those 243 communities as to which 
Petitioners request this Court to vacate the Commission’s 
certificate. 


a. The Need of All of the New Communities for Natural Gas 


In their Brief, Petitioners ignore the voluminous and 
compelling evidence of record establishing the need of all 
of the 342 new communities for natural gas service. 
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Numerous witnesses, including those for the distributors 
in the new communities which were intervenors in the Com- 
mission proceedings and local public officials, testified re- 
specting the compelling need and intense desire for natural 
gas of the consuming public in the new communities pro- 
posed to be served.’® This evidence necessarily must weigh 
heavily in the scales of public convenience and necessity. 


The record includes detailed market studies and other 
evidence in exhibit form establishing the requirements of 
each of the new communities for natural gas. These ex- 
hibits are all supported by the testimony of competent 
expert witnesses presented by Northern and by the dis- 
tributors in the communities to be served. 


b. Evidence of the Economics of Northern's Projects 


Northern presented 12 detailed exhibits with supporting 
testimony disclosing the estimated effect of the proposed 
new service upon its revenues and cost of service. Peti- 


tioners recognize at pages 6 and 13 of their Brief that all 
of these exhibits pertain to the so-called ‘‘economic feasi- 
bility to Northern”’ of the proposed extensions. 


Contrary to Petitioners’ contention at page 30 of their 
Brief, the exhibits introduced by Northern fully support 


10 This evidence, though important, is so similar in nature that only a 
limited portion of it is being printed in the Joint Appendix (R. 400, 428-9, 
582, 1394-6, 1429-31, 1598-99, 2042, 2099, 2130-31), Petitioners make no 
challenge respecting this and similar evidence, 


11 Since this evidence is voluminous and no issue has been raised with 
respect thereto, it has not been printed in the Joint Appendix. Record 
references to the market Exhibits are as follows: R. 4383-4434, 4436-4637, 
4680-4715, 4786-4817, 5648-5744, 5787-5864, 5879-90, 5911-6148, 6223-39, 6295- 
6320, 6360-73, 6398-6414, 6492-6509, 6584-6600, 6659-75, 6734-50, 6825-41, 
6870-6909, 6964-73, 7002-21, 7027-8, 7068-7300, 7406-25, 7454-7535, 7624- 
7878, 7915-34, 7982-8057, 8201-8486. 

Record references to the supporting market testimony are as follows: 
R. 304-80, 423-68, 478-517, 577-619, 696-737, 748-64, 1141-80, 1184-1222, 
1268.94, 1297-1316, 1319-30, 1336-65, 1392-1419, 1442-53, 1456-64, 1497-1509, 
1533-46, 1571-91, 1606-15, 1632-38, 1674-86, 1697-1719, 1723-1871, 1909-26, 
1941-56, 1960-66, 1969-92, 2013-42, 2091, 2096-2118, 2139-76, 2251-2351. 
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the following statement of the Commission in its Opinion 
324 at R. 11700: 


‘“‘Northern estimates that in the third year of service 
to the 342 communities it will earn in excess of a 6144 
percent rate of return on its entire system. ..’’ 


Exhibits presented by Northern show third year estimated 
earnings in excess of a 614% rate of return on the entire 
Northern system as proposed to be expanded and extended 
to serve the 342 communities. (Exhibits 57, 50, 161, 170; R. 
5333, 5097, S488, $519 and see infra p. 18) 


Petitioners admit that ‘‘Bxhibit No. 57 purports to show 
what Northern’s overall system-wide rate of return will 
be after the addition of the facilities proposed in both 
dockets for the first three years of service ...’’ (Pet. Br., 
p. 30) However, they criticize Northern’s evidence as ‘‘in- 
complete’’ and ‘‘incorrect’’ because Exhibit 57 ‘‘does not 
include the 24 additional communities which were added 
to Docket No. G-17486’’ and ‘‘does not contain the adjust- 
ments for the changes in estimates which were made by 
the proposed distributors.”’ (Pet. Br., p. 30) 


The complete answer to this criticism is that during the 
course of the hearing Northern introduced other exhibits, 
which demonstrated the effect of the addition of the 24 
towns and changes in distributors’ sales estimates upon 
Northern’s revenues and cost of service (Exhibits 50, 161, 
170: R, 5097, 8487, 8519). It is readily apparent from an 
examination of Exhibits 57, 50, 161 and 170 that Northern’s 
evidence on overall system-wide revenues and cost of 
service is complete, reflects the latest distributor estimates, 
and shows earnings ‘‘in excess of a 6% percent rate of 
return on its entire system,’’ as noted by the Commission 
(R. 11700). Pertinent information from these exhibits 
is digested in the following table. 


18 


Esrocarep NorTHERN EARNINGS IN EXCESS OF 6%4% RETURN 


System Revenues Except 24 Towns 2184,111,940 (Exh, 57, R. 5057, 
col. (a), 1. 483) 
System Cost of Service, Inclusive of 
a 6.59% Rate of Return 182,483,310 (Exh. 57, R. 5334, 
col. (¢), 1. 37) 


Excess Revenues per Exh. 57 1,628,630 
Plus Adjustment for G-17485 
Distributor Estimates 215,968 (Exh. 50, R. 5097, 
col. (b), 1.11) 


Excess Revenues Adjusted per Exh. 50 .. 1,844,598 
Less Adjustment for G-17486 
Distributor Estimates (580,000) (Exh. 161, R, 8488, 
1.8) 


Excess Revenues per Exh. 161 1,264,598 
Lexs Adjustment for 24 Towns ........-+-- (788,090) (Exh. 170, R. 8519, 
col. (@). 1.32) 
System Excess Revenues, above Cost 
of Service, Inclusive of 6.5% 
Rate of Return, 342 towns, after 
All Proper Adjustments 476,508 


In addition to economic evidence prepared on a system- 
wide or “rolled in’? basis, the record also includes various 
caleulations by Northern of estimated revenues, cost of 
service and rate of return calculated on an incremental 
basis (Exhibits 162, 170, 171, 172, R. $489, 8519, 8520, 8521), 
as well as exhibits presented by Northern and Minnesota 
Valley Natural Gas Company containing data comparing 
revenues from the estimated sales to be made from each 
proposed branchline in the third and fifth year of service 
with the estimated branchline cost of service (Exhibits 165, 
173, 175, 137, R. $495-8501, 8522-36, 8539-41, 7881-92). 


In addition to the above-described exhibits, which Peti- 
tioners admit are pertinent to the ‘‘economic feasibility”’ 
of Northern’s project, the record before the Commission 
contains other economic evidence submitted by the various 
distributors, which demonstrates the ability of the dis- 
tributors to finance distribution systems in the new com- 
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munities and resell the natural gas which they will 
purchase from Northern.” The record also includes letter 
agreements between the distributors and Northern where- 
by the distributors obligated themselves to purchase 
specified volumes of contract demand from Northern as- 
suming certification by the Federal Power Commission 
(Exhibits 11, 21, 59, 60, R. 4292-4368, 4605-14, 5366-5617). 


This entire body of evidence, which is patently sub- 
stantial, supports the conditional certificate actually issued 
by the Commission requiring contributions from 124 com- 
munities since the effect of the making of the contributions 
can only be, as the Commission found, to enhance the 
feasibility of Northern’s entire project (R. 11704). 


3. The Commission Did Not Act Arbitrarily in Certificating 
Service to the 342 Communities 


It is clear from the Opinion and Orders here involved 
that the Commission meticulously reviewed the entire 
record before it, including the evidence submitted by Peti- 
tioners, gave careful consideration both to the arguments 
and interests of the parties and to the public interest, and 
arrived at a reasonable conclusion, fully supported by the 
record, that the public convenience and necessity required 
the proposed service by Northern to the 342 new com- 
munities upon the conditions specified in the Order of 
July 31. 


In essence, Petitioners are improperly requesting the 
Court to substitute its judgment for that of the Commis- 
sion upon the factual issues presented by the evidence of 


12 R. 4420-34, 4486-4502, 4521-36, 4567, 4577-84, 4591-4603, 4638-79, 4716-36, 
5745-86, 5812-40, 5843-49, 5865-78, 5891-5910, 6022-6131, 6149-75, 6240-66, 
6321-44, 637497, 6415-51, 6510-36, 6601-28, 6676-6702, 6751-77, 6842-69, 
6959-62, 6969-78, 7004-11, 7032-35, 7065-67, 7072, 7074-7213, 7301-90, 7416-18, 
7424-5, 7449, 7471-7500, 7536-7623, 76838-7709, 7745-54, 7840-92, 7925-45, 
7982-86, $218-72, 8362-90, 8399-8462. Since this evidence is voluminous and 
has not been challenged in this review proceeding, it is not being printed in 
the Joint Appendix. 
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the various parties to the administrative proceeding. The 
appellate courts have not sanctioned such efforts to obtain 
a retrial of disputed factual issues in review proceedings. 
People v. McCall, 245 U.S. 345, 348, 38 S. Ct. 122, 124 
(1917) ; Gray v. Powell, 314 U.S. 402, 412, 62 S. Ct. 326, 333 
(1941) ; Manufacturers Light and Heat Co. v. Federal Power 
Commission, 206 F. 2d 404, 407 (CA 3, 1953); Berigan v. 
U. S., 257 F. 2d 852, 855-56 (CA 8, 1958). 


It was not arbitrary for the Commission, in making its 
decision, to regard the need and requirements of the public 
in the 342 communities for natural gas service as a factor 
of significant importance in the complex of public con- 
venience and necessity, particularly in view of the fact that 
the pipeline supplier, Northern, was both willing and able 
to serve all of these communities. There can be no doubt 
that the Commission properly found that the new communi- 
ties ‘‘were anxious for gas service’’ (R. 11763). Indeed, 
as the Commission recognized, many of the 342 communities 
had repeatedly demonstrated their need and desire for gas 
service in various prior Commission proceedings (R. 582, 
1598-9, 1817, 2042, 2130-31, 11763) but, for reasons not 
here pertinent, had been unable to obtain service. 


In these circumstances, the proper discharge of the 
Commission’s statutory responsibilities required it to 
recognize and weigh the need and great desire of the 342 
new communities for natural gas service as a most signifi- 
eant factor bearing upon the ‘‘public convenience and 
necessity.’’? The Commission’s action in this case is fully 
consistent with the concept of public convenience and 
necessity which the Commission enunciated in Trans- 
continental Gas Pipe Line Corporation, 20 FPC 264, 270 
(1958). This definition of public convenience and necessity 
is characterized by Petitioners as ‘‘excellent’’ and is quoted 
at pages 24-25 of their brief as follows: 


“In a word, public convenience and necessity is a 
‘complex’ encompassing numerous elements which in 
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diversity and importance vary with the circumstances 
of particular cases; and in determining whether a cer- 
tificate should issue, we must weigh the relative im- 
portance of the several factors involved, as well as 
balance the favorable against the unfavorable, if any. 
Furthermore, in evaluating the circumstances of a 
particular case it may well be that, in the judgment 
of the agency to which decision is entrusted, an aspect 
of a proposal not wholly desirable standing alone 
should be accepted where off-setting favorable features 
exist which would in sum yield a greater public good, 
so long as all minimal requirements are satisfied.’’ 


Petitioners argue, however, that a minimal require- 
ment, that of ‘‘economic feasibility’, has not been met in 
the instant case. At page 25 of their Brief, they cite a 
number of Commission certificate cases for the proposition 
that proof of economic feasibility ‘‘is one of the basic 
factors which are the minimum requirements for a showing 
of public convenience and necessity.”’ To similar effect 
is a citation by Petitioners to the legislative history of 


Section 7(¢) and (e) of the Natural Gas Act (Pet Br., 
p. 26). 


The Commission has consistently and properly considered 
the economics of a proposed project in certificate pro- 
ceedings. But neither this fact nor the authorities cited 
by Petitioners provide support for Petitioners’ contention 
that there is, or should be, any rigid standard of ‘economic 
feasibility’’ rendering the instant certificate invalid respect- 
ing 243 communities. There is no requirement, in law or 
reason, for the proposition that a project of an established 
pipeline company must be tested solely by a matching of 
incremental costs and incremental revenues estimated to 
be derived from the operation of specific proposed new 
facilities when, as here, those facilities will become inter- 
related parts of an integrated pipeline system. cf. Puget 
Sound T. L. & P. Co. v. Reynolds, 244 U.S. 574, 37 S. Ct. 705 


(1917) ; State of Colorado v. U. S., 217 U.S. 153, 46 S. Ct. 
452 (1926); Transit Commission v. U. S., 284 U.S. 360, 52 
S. Ct. 157 (1932). Moreover, even on an incremental basis, 
all of the evidence, including Petitioners’ arithmetical com- 
putations, shows that Northern’s expansion program at 
Docket Nos. G-17485 and G-17486 will yield a return on 
Northern’s investment after all other costs have been met.” 


Petitioners imply at page 32 of their Brief that because 
‘no one introduced any testimony or exhibits in the pro- 
eeeding below to challenge or disprove the revenue de- 
ficiencies shown in Exhibit Nos. 184 or 185 or the testimony 
of witnesses Fleer and O’Brien’’ that the accuracy and 
importance of this evidence in terms of ‘‘deficiencies’’, 
lack of ‘‘economic feasibility’? and ‘‘undue burden’”’ on 
existing customers was accepted by the other parties. 
This is not the fact. There was considerable cross- 
examination of witnesses Fleer and O’Brien (R. 3584-7, 
3601-08, 3620-68, 3798-3836) and the exhibits of Northern 
which were already in the record stood as a ‘‘challenge”’ 
to the conclusions of non-feasibility and undue burden on 
existing customers arrived at by Petitioners’ witnesses. 


Petitioners’ attack upon the sufficiency of the contribu- 
tions prescribed in the Commission’s order to render 
certain individual branchlines ‘‘feasible’’ is unwarranted. 
As the Commission pointed out in its Order Denying Re- 
hearing, ‘‘there is no requirement that each service 
rendered by a given utility must produce revenues equiva- 
lent to the revenues derived from each other service’ 
(R. 11763). It was not arbitrary for the Commission, in 
devising the contribution condition, to take into account 
the fact that many of the proposed branchlines would 
return excess revenues (Cf. Exh. 185, Tab. 4, R. 8591-2). 


18 The various exhibits prepared on an incremental basis show the follow- 
ing returns in the third year of service: Exh. 162, 5.66% (R. 8489, 1. 9); 
Exh. 172, 4.20% (R. $521, col. (g), 1. 9); Exh. 184, 3.82% (R. 8571, col. 
(d), L 7). 
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Moreover, an analysis of Col. j of Appendix 4 of the Peti- 
tioners’ Joint Application for Rehearing (R. 11736-8) 
demonstrates that the 342 communities in their totality 
generate $6,765,326 of estimated third year net revenues 
specifically identified by Petitioners as ‘‘Net Revenue 
Available to Defray Mainline Cost of Service’’ after all 
branchline, measuring station and variable costs, including 
the cost of gas, have been met.” 


Moreover, it may well be argued that Petitioners have 
no valid standing to complain about the reasonableness 
of the condition requiring contributions since their interests 
are clearly benefited rather than harmed by the attachment 
of the condition. Arkansas Louisiana Gas Co. v. Federal 
Power Commission, et al., 113 F. 2d 281, 284 (CA 5, 1940). 


In any event, however, it is plain that the Commission 
did not act arbitrarily in failing to prescribe greater 
contributions as Petitioners now contend they were re- 


14 The sum of estimated third year revenues available to defray estimated 
third year mainline cost of service a8 shown in Column j is $7,320,126. 
Deficiencies total $554,800. Thus, the estimated net revenues available to 
defray estimated mainline cost of service for the third year amount to 
$6,765,326. It is pertinent to observe that at page 39 of their Brief 
Petitioners contend that: ‘‘It is a relatively simple matter to compute the 
main line incremental fixed costs for each community by multiplying the 
number of MCF of contract demand volume of the community times the 
$31.14 figure.’? If this $31.14 figure, representing what Petitioners de- 
seribe its the average of main line incremental fixed costs, is applied to the 
third-year contract demand of the 342 communities, which is 230,899 MCF 
(R, 11700), resultant total incremental main line fixed costs would be 
calculated at an amount of $7,190,195, Since Petitioners themselves indicate 
that a sum of $6,765,326 is available ‘‘to defray main line cost of service’’ 
the resulting third-year deficiency would appear to be only $424,869. As Peti- 
tioners themselves further indicate in Appendix C of their Brief the contribu- 
tions required by the Commission ’s Order will effect a ‘‘reduction’’ in total 
cost of service in an amount of $344,036. When this ‘‘reduction’’ is applied 
to the $424,869 deficiency referred to supra the remaining amount is only 
£80,833. Thus, it would appear that a logical application of Petitioners’ own 
reasoning and caleulations indicates a third-year deficiency of most modest 
proportions. 
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quired to do. The question of whether, after contribu- 
tions, individual branchlines might still be found with 
‘<deficiencies’’ in meeting branchline and measuring station 
costs is not controlling since, on Petitioners’ own figures, 
other branchlines would return some $7,320,126 in revenues 
over and above branchline and measuring station costs 
(Application for Rehearing, Appendix 4, RB. 11736-8, 
Column (j)). 


In these circumstances, it cannot validly be contended 
that the Commission arbitrarily decided not to require 
contributions earmarked to defray mainline incremental 
fixed costs. The Commission did not, as Petitioners con- 
tend, ignore the mainline incremental fixed costs (Pet. Br., 
p. 38). Rather, the Commission decided, after due and 
careful consideration of the matter, that in this case to 
require the communities on each individual branchline to 
contribute any particular amount in aid of mainline con- 
struction would be impractical and unnecessary (R. 11764). 


In view of the foregoing, it must be concluded that the 
Commission in issuing its certificate, as conditioned, gave 
consideration and effect to the economic facts of record 
in arriving at its overall determination respecting the 
question of whether the public convenience and necessity 
required certification of the project proposed. Since Peti- 
tioners have not established that the Commission acted 
arbitrarily, judicial inquiry is properly at an end. 


15 During the course of the hearing, none of Petitioners’ witnesses presented 
any plan or proposal for modifying Northern’s project to meet their objec- 
tions. Witness Fleer testified that Council Bluffs ‘‘felt’’ that the new com- 
munities should pay a ‘‘higher percentage’’ of the cost of service (R. 3809), 
but was unable to state in what manner or in what percentage or in what 
amount (R, 3809-11). Witness O’Brien recommended only that the 17 
branchlines be certificated which he had calculated would generate revenues 
in excess of cost of service (R, 3642). 


CONCLUSION 


The Commission’s Opinion No. 324 and Orders of July 
31, 1959 and September 18, 1959 should be affirmed. 
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No. 15,433 


MINNEAPOLIS GAS COMPANY, METROPOLITAN UTILITIES 
DISTRICT AND CoUNCIL BLUFFS GAS COMPANY 
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vs. 


FEDERAL POWER COMMISSION 
Respondent 


Crry oF DULUTH, MINNESOTA, SUPERIOR Water, LIGHT 
AND PowER COMPANY, MINNESOTA WALLEY NATURAL 
Gas ComMpaANy, NORTHERN NATURAL Gas COMPANY, 
Iowa PUBLIC SERVICE COMPANY, IOWA POWER AND 
Licut CoMPANY, NORTHWESTERN PUBLIC SERVICE COM- 
PANY, STATE OF MINNESOTA, WILLMAR GAS COMPANY, 
INC. 

Interveners 


PETITION FOR REHEARING 


To the United States Court of Appeals for the District 
of Columbia Circuit and the Judges thereof: 

Petitioners in the above entitled case present this their 
petition for a rehearing of said case and hereby petition 
for rehearing by the full Court sitting en banc and, if the 
full Court denies rehearing, for rehearing by the division 
which rendered the decision of May 13, 1960, that divi- 
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sion consisting of Edgerton, Danaher and Burger, Circuit 


Judges. 
Petitioners’ reasons for seeking rehearing are as follows: 


I. 


The Court either overlooked or misinterpreted the ef- 
fect of Northern’s eighth rate increase filing’ in Docket 
No. G-19,040 when it stated: 


“The record supports the Commission’s finding 
that Northern’s project will be economically ‘feasible 
particularly after * * * provisions * * * for customers 
who may not pay their proper share of Northern’s 
cost of service.’ * * * The record also supports the 
Commission’s conclusion that the new service is re- 
quired by the public convenience and necessity. The 
Commission properly weighed the interests that will 
be served against those that will be injured and did 
not strike an arbitrary balance.” 


The basis for the Commission’s decision on the economic 
feasibility of the new service was stated specifically for the 
first time in its brief (Resp. Br., p. 23): 

“Northern’s revenues from jurisdictional services 
on its expanded system during the third year of the 
new services will be * * * more than its * * * total 
‘cost’ of these services (all operating expenses, fixed 


1 Northern’s first rate increase filing was made with Respondent in 
Docket No. G-1382 in March, 1950. The practice of Northern’s cus- 
tomer companies is to number Northern’s subsequent rate increase 
filings consecutively for convenience in referring to them. Northern 
presently has pending its sixth, seventh and eighth rate increase filings 
under which it is collecting approximately 25 million dollars per year 
under bond. 


The sixth was filed in Docket No. G-12,153 on February 27, 1957; 
the seventh was filed in Docket No. G-15,335 on May 27, 1958; 
the eighth was filed in Docket No. G-19,040 on June 26, 1959. 
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costs including a 6-1/2% profit, associated income 
taxes, etc.).” 


The only mention of any specific rate of return to North- 
ern in either the Commission’s Opinion No. 324 (R. 
11693-11720) or its Order Denying Rehearing (R. 11762- 
11767) was the following recital (R. 11700): 


“Northern estimates that in the third year of service 
to the 342 communities, it will earn in excess of a 
6-1/2% rate of return on its entire system although 
the rate of return on the incremental facilities to be 
constructed in the two dockets will be somewhat short 
of this, but will still represent a substantial return on 
its investment.” 


The consideration of Northern’s eighth rate increase filing 
becomes vital when the economic feasibility of the new 


extensions is determined on a system-wide basis together 
with Northern’s existing system.’ In order for Northern to 
have a system-wide rate of return in excess of 6-1/2% in 
the third year of service, it is necessary for the system be- 
fore expansion to have a rate of return far in excess of 
6-1/2% in order to offset the large revenue deficiencies 
from the new extensions. 

The eighth rate increase filing shows, however, that 
Northern’s existing system is 8.5 million dollars short of 
meeting its cost of service with a 6-1/2% rate of return 
in 1959—to say nothing of the third year of service to the 
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2 A comparison of the cost and revenue figures shown for Northern’s 
existing system in this case with the cost and revenue figures shown 
for Northern's existing system in its eighth rate increase filing need not 
be made when the economic feasibility of the new extensions is con- 
sidered on an incremental basis. On that basis the new extensions are 
viewed as independent segments without reference to the existing 
system or the system-wide rate of return. 
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new communities, Pet. Rep. Br., pp. 2-8). It is just not 
possible for Northern’s existing system to have revenues 
in excess of its cost of service as stated by the Commission 
in this case and, at the same time, to be 8.5 million dol- 
lars deficient in meeting its cost of service as claimed by 
Northern in Docket No. G-19,040. 

Petitioners had no opportunity whatever in the hearings 
below to present evidence or to be heard on the economic 
feasibility of the new service in light of the higher cost and 
lower revenues contained in Northern's eighth rate filing.® 
In response to the Commission’s statement (first advanced 
in its brief) that Northern’s system-wide rate of return 
would be in excess of 6-1/2% in the third year of the new 
service, the Petitioners emphasized, both in their Reply 
Brief (Pet. Rep. Br., pp. 2-8) and at oral argument, that 
the cost and revenue figures in this case are directly con- 
tradicted by those contained in the eighth rate case. 

The Court’s decision sanctions the Commission’s action 
in permitting Northern to use one set of cost and revenue 
figures in this certificate case while at the same time it 
used a different set of figures with higher costs and lower 
revenues in a rate increase case in a different docket.* The 
Commission completely ignored the impact of Northern’s 
eighth rate increase filing on the economic feasibility of 
the new extensions and on Northern’s system-wide rate of 
retum after expansion—notwithstanding the fact that 
Northern’s rate increase filing was made in Docket No. 


3 The record before the Commission closed on June 18, 1959 (R. 11695). 
Eight days later, on June 26, 1959, Northern filed its eighth rate 
increase application in Docket No. G-19,040—this filing was made 
five weeks before the Commission issued its Opinion No. 324 herein 
granting the certificates to Northern. 


Docket No. G-19,040—Northern has been collecting this rate in- 
crease subject to refund since December 27, 1959. 
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G-19,040, five weeks before the Commission’s decision 
herein was issued. The Commission therefore did not prop- 
erly weigh the interests that will be served against those 
that will be injured. 

On the facts before this Court it is financially impossible 
for Northern to earn a system-wide rate of return in excess 
of 6-1/2% in the third year of the new service because 
of the current revenue deficiencies shown by Northern for 
its existing system in Docket No. G-19,040 (Pet. Rep. 
Br., pp. 2-8).° 

The differences between the figures used in these two 
cases for the same items are major (Pet. Rep. Br., pp. 
2-10) but may be pointedly illustrated by referring to the 
cost of construction of the extension to Duluth, Minnesota, 
and the first-year sales figures estimated for Duluth. Here, 
the cost of constructing the Duluth extension was shown 
at $12,794,900 (R. 4227—$12,302,800 plus 4% for in- 
terest and overheads); in Northern’s rate case the cost of 
the same item is shown at $14,498,600 (Docket No. G- 
19,040, Ex. No. 1, Sch. C-2, Sh. 2, lines 31-34) or 16.8% 
higher. Here, the first-year sales for Duluth were estimated 
at 7,425,803 Mcf (R. 5090); in the rate case, the first- 
year sales for Duluth were estimated at 2,719,300 Mcf 
(Docket No. G-19,040, Ex. No. 3, p. 18, line 22, col. 4) 
or 63.49% less. 

The Petitioners have been whipsawed between the low 
cost-high revenue figures used by Northern and the Com- 


3 Also, it is financially impossible because of the withdrawal of the 
Minnesota Iron Range project as certified by the Commission. By 
letter to the Commission dated March 14, 1960, Iron Ranges Natural 
Gas Company, the proposed distributor for the area, officially aban- 
doned the project as certified. The revenue deficiencies to Northern 
therefore will be greater by $608,984 per year than before the Com- 
mission granted the certificates conditioned upon certain contributions 
being made toward initial costs (Pet. Br., pp. 36-37). 


6 


mission to test the feasibility of the proposed extensions 
and the high cost-low revenue figures contained in North- 
em’s eighth rate filing, Docket No. G-19,040, which form 
the basis for the rates which are now being paid to North- 
ern subject to refund. 

The evidence as to Northern’s costs and revenues con- 
tained in the eighth rate increase filing, Docket No. G- 
19,040, is material to a determination of the issues in this 
case. This evidence was not part of the record before the 
Commission and was not considered by it. The Petitioners 
could not adduce such evidence in the proceedings before 
the Commission because the eighth rate increase filing 
was made by Northern eight days after the record below 
had closed—in fact, the first knowledge Petitioners had 
that the Commission based its decision upon the finding 
that Northern would have system-wide revenues sufficient 
to pay its entire cost of service including a 6-1/2% rate 
of return in the third year of the new service was when Pe- 
titioners received the Commission’s brief in this case. Pe- 
titioners, therefore, apply to this court as part of this Pe- 
tition for Rehearing and pursuant to § 19(b) of the Nat- 
ural Gas Act, 15 U.S.C. § 717r(b), for leave to adduce 
additional evidence; Petitioners request that the proceed- 
ings be remanded to the Commission for further hearings 
so that evidence may be taken on the costs and revenues 
shown by Northern in its eighth rate increase filing and 
the effect of such evidence upon the economic feasibility 
of the new extensions of service. 
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Il. 


The Court misinterpreted Petitioners’ basis for this ap- 
peal, as evidenced by the following statement: 


“ok * * They object to the Commission’s orders be- 
cause, on the basis of the rates now charged North- 
ern’s customers, the new service will not yield in the 
first three years as high a percentage of profit as the 
present service, and may therefore tend to keep up 
the rates which petitioners pay to Northern.” 


Northern’s stated policy is to obtain a 6-1/ 2% rate of 
return on all of its operations (R. 3345). The new 
service will return so little revenue to Northern that its reve- 
nues will be deficient by a minimum of $16,610,314 in 
the first three years of service (Pet. Br., pp. 34-40; Pet. 
Rep. Br., pp. 12-13, 15-16) and an indeterminate amount 
continuing thereafter. Thirty-two percent of this revenue 
deficiency caused by the new service will have to be paid 
by Petitioners and the balance by Northern’s other existing 
customers because, under existing Commission precedents, 
pipelines are entitled to recover their entire cost of service 
in increased rates. Petitioners object in this case because 
they will be forced to pay unreasonably large rate increases 
to Northern in the future which will be directly attribut- 
able to the uneconomic extensions. 


Ill. 


The Court’s opinion and decision overlook the irrepar- 
able harm which will result to Petitioners and the con- 
sumers served by them. When the large revenue deficien- 
cies which will result from the new service appear in 
Northern’s future rate increase filings, there is no remedy 
available to protect the Petitioners against this undue fi- 
nancial burden. The pipeline costs which originate in cer- 
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tificate cases are collected from all customers in subsequent 
rate cases. The alternative to this irreparable damage is to 
remand the proceedings so that the Commission may re- 
examine its finding in light of Northern’s higher costs and 
lower revenues contained in the eighth rate increase fil- 
ing and in light of the withdrawal of the Minnesota Iron 
Range project. 

The situation with Northern in this case is distinguish- 
able from that of a local distributor which has a legal 
duty, either by franchise or statute, to serve everyone within 
a certain geographical area, An expansion of facilities 
under § 7, 15 U.S.C. § 717f, of the Natural Gas Act is 
proper only when the minimum elements of “public con- 
venience and necessity,” including the economic feasibility 
of the new facilities, have been proved. Northern volun- 
tarily proposed this expansion and can complete it without 


any economic risk since the expense, including any revenue 
deficiencies, will ultimately be paid by Petitioners and 
other existing utility customers. 
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CONCLUSION 


For the reasons stated above, Petitioners request that a 
rehearing be granted by the full Court, sitting en banc, 
and if denied by the full Court, by the division which ren- 
dered the decision of May 13, 1960, and that on such re- 
hearing the judgment of this Court be reversed and these 
proceedings remanded to the Commission for further hear- 
ings concerning the economic feasibility of the communi- 
ties listed in Appendix B to Petitioners’ brief herein (pp. 
3a-7a) in light of the revenue deficiencies shown by North- 
ern in Docket No. G-19,040 and the withdrawal of the 
Minnesota Iron Range project. 
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IN THE UNITED STATES COURT OF APPEALS FOR THE DISTRICT OF 
COLUMBIA CIRCUIT 


No. 15,433 


Mryneapotis Gas Company, Metropourran Utinities Dts- 
TRICT OF OMAHA AnD CounciL Buurrs Gas Company, 
Petitioners, 
v. 


FeperaL Power Commission, 
Respondent. 


Joint and Several Petitions for Review of Orders of the Federal 
Power Commission 


To roe HonoraBLE THE JUDGES OF THE UNITED SraTEs 
Court or APPEALS FOR THE Districr or CotumsBra Cir- 
CUIT: 


The joint and several petition of the Minneapolis Gas 
Company, Metropolitan Utilities District of Omaha and 
Council Bluffs Gas Company (‘‘Petitioners’’), being a 
petition for review under §19(b) of the Natural Gas Act, 
Act of June 21, 1938, c. 566, § 19(b), 52 Stat. 831, U.S.C.A., 
Title 15, §717r(b), of Opinion No. 324 and a accompany- 
ing order of the Federal Power Commission (‘‘Respond- 
ent’’) issued July 31, 1959,? and of an order of Respondent 
ancillary thereto, denying Petitioners’ Joint Application 
for Rehearing, issued September 18 1959,* in the consoli- 
dated proceedings before Respondent entitled ‘‘In the 


l Hereinafter cited a8 {6 §.ceccncnnune Of the Natural Gas Act, 


2 Attached as Appendix A hereto. 
8 Attached as Appendix C hereto, 
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Matters of Northern Natural Gas Company, et al., Docket 


Nos. G-17,485, et al.,’’* respectfully shows: 


L. 
Parties 


Petitioners, parties to the proceedings below, are three 
local gas distributors who purchase all of their natural gas 
supply from Northern Natural Gas Company (‘‘North- 
ern’’). 

Petitioner Minneapolis Gas Company is a public utility 
engaged in the business of furnishing natural gas service, 
under franchises, to about 211,000 retail customers in 
Minneapolis and environs in the State of Minnesota. It is 
a corporation organized and existing under the laws of the 
State of Delaware, duly authorized to do business in the 
State of Minnesota, and has its principal offiee at 739 
Marquette Avenue, Minneapolis 2, Minnesota. 

Petitioner Metropolitan Utilities District of Omaha is a 
municipal corporation and political subdivision of the 
State of Nebraska, with the exclusive power to control and 
operate the gas utility and property formerly owned by 
the City of Omaha. It serves 84,336 retail customers in 
the City of Omaha and environs and has its offices at the 
Utilities Building, 1723 Harney Street, Omaha, Nebraska. 
Its Board of Directors is the exclusive statutory authority 
having jurisdiction to regulate the rates and charges for 
the natural gas sold and distributed by it: 

Petitioner Council Bluffs Gas Company is a public 
utility engaged in the business of furnishing natural gas 
service, under a franchise, to about 17,000 retail customers 
in Council Bluffs and environs in the State of Iowa. It is 
a corporation organized and existing under the laws of 


4 Northern Natural Gas Company, Docket Nos. G-17,485, G-17,486 and 
G-17,874; Permian Basin Pipeline Company, Docket No. G-17,487; Iron 
Ranges Natural Gas Company, Docket No. G-17,626; El Paso Natural Gas 
Company, Docket No. G:17,854; ‘Phillips Petroleum Company, Docket No. 
G-18,113. 
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the State of Delaware, duly authorized to do business in 
the State of Iowa, and has its principal office at 29 South 
Main Street, Council Bluffs, Iowa. 

Northern is a natural gas company, as defined in § 2(6) 
of the Natural Gas Act, 15 U.8.C.A. §717a(6), and is en- 
gaged in the business of producing, transporting and sell- 
ing natural gas in interstate commerce. It owns an inter- 
state pipeline originating in the panhandle of Texas and 
extending northeasterly through Kansas, Nebraska and 
Iowa to the cities of Minneapolis-St. Paul, Minnesota, with 
branches running easterly to Dubuque, Iowa, and north- 
westerly into South Dakota. It is a corporation organized 
and existing under the laws of the State of Delaware and 
has its principal office at 2223 Dodge Street, Omaha, 
Nebraska. 

Respondent, the Federal Power Commission, is a com- 
mission created and existing under the laws of the United 
States and is composed of Jerome K. Kuykendall, Chair- 


man, Frederick Stueck, William R. Connole, Arthur Kline 
and John B. Hussey, Commissioners, who are the duly 
appointed, qualified and acting members of said Commis- 
sion. Said Commission and the members thereof perform 
all of their functions and official duties and have their 
principal office at 441 G Street, N.W. in the City of Wash- 
ington, District of Columbia. 


Zl. 
JURISDICTION AND VENUE 


Petitioners were permitted to intervene in the consoli- 
dated proceedings below entitled ‘‘In the Matter of North- 
ern Natural Gas Company, et al., Docket Nos. G-17,485, et 
al.,’” by Respondent’s order issued April 16, 1959. 

Petitioners thereby became parties to said proceedings 
and are aggrieved by Respondent’s orders issued July 31, 
1959, and September 18, 1959, in said proceedings which, 
among other things, granted Northern a certificate of 
public convenience and necessity to construct extensions 
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and initiate gas service to 342 communities. The exten- 
sions and gas service to certain of these communities * are 
not, under the conditions of the certificate issued by Re- 
spondent, required by the present or future public con- 
venience and necessity for the reason that said extensions 
and service are not economically feasible and will cast an 
undue financial burden on the consumers of gas served by 
Petitioners and other present customers of Northern. 

Petitioners duly filed on August 28, 1959, their Joint 
Application for Rehearing of Opinion No. 324 and accom- 
panying order;* it was denied by Respondent’s order 
issued September 18, 1959. This Petition for Review is 
being filed within 60 days after September 18, 1959. 

Jurisdiction and venue for purposes of review of said 
orders of Respondent are established in this Court by the 
provisions of § 19(b) of the Natural Gas Act, 15 U.S.C.A. 
§ 717r(b), which provides in part: 


“‘(b) Any party to a proceeding under this chapter 
aggrieved by an order issued by the Commission in 
such proceeding may obtain a review of such order in 
the circuit court of appeals of the United States for 
any circuit wherein the natural-gas company to which 
the order relates is located or has its principal place 
of business, or in the United States Court of Appeals 
for the District of Columbia, by filing in such court, 
within sixty days after the order of the Commission 
upon the application for rehearing, a written petition 
praying that the order of the Commission be modified 
or set aside in whole or in part.”’ 


Til. 
Narure oF Proceeprnes as TO WHICH Review Is Soucut 
This Petition presents to the Court for review part of 


Respondent’s Opinion No. 324 and accompanying order 


5 Those communities which show a deficiency of revenues in Column ‘‘1’’ 
of Appendix 4 to Petitioners’ Joint Application for Rehearing to the Re: 
spondent (Appendix B hereto, pp. 16b-18b). 


6 Attached as Appendix B hereto. 
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issued on July 31, 1959, and Respondent’s order denying 
rehearing issued on September 18, 1959. 

The proceedings arose under the certification provisions 
of §§ 7(c) and (e) of the Natural Gas Act, 15 U.S.C.A.- 
§§ 717f(c) and (e). 

Review is sought for only a part of the consolidated pro- 
ceedings below: the proposals by Northern in Docket Nos. 
G-17,485 and G-17,486 to initiate natural gas service to 342 
communities? in six different states in the Midwest. 

The applications by Northern in F.P.C. Docket No. 
G-17,874, by Permian Basin Pipeline Company in Docket 
No. G-17,487, by El Paso Natural Gas Company in Docket 
No. G-17,854 and Phillips Petroleum Company in Docket 
No. G-18,113, were concerned with Northern’s gas supply. 
The application by Iron Ranges Natural Gas Company in 
Docket No. G-17,626 was concerned with initiating gas 
service to 20 Minnesota communities and some industrial 
eustomers. None of these applications are involved here. 


A. NorrHern’s APPLICATIONS FOR CERTIFICATES OF PvsBLic 
ConveNIENCE AND Necessity 1x F.P.C. Docker Nos. G- 
17,485 anv G-17,486. 


On January 12, 1959, Northern filed two applications, 
F.P.C. Docket Nos. G-17,485 and G-17,486, for certificates 
of public convenience and necessity under $§ 7(e) and (e) 
of the Natural Gas Act, 15 U.S.C.A. §§ 717f(c) and (e), to 
build the facilities necessary to initiate and supply natural 
gas service for the first, second and third-year require- 
ments of the new communities. 

Northern’s application in F.P.C. Docket No. G-17,485 
proposed the extension of its system by means of 170 miles 
of 20 and 24inch pipe beyond Minneapolis in a north- 


7 Northern’s applications in F.P.C. Docket Nos. G-17,485 and G-17,486 as 
filed requested authority to serve an additional 326 communities. During the 
course of the hearings the number of communities contained in Docket No. 
G-17,486 was reduced by 8 and increased by 24 so that the total number of 
communities for which Northern proposed new service at the close of the 
uearings was 342. 
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easterly direction to the cities of Duluth, Minnesota and 
Superior, Wisconsin. The extension would serve 39 com- 
munities—36 in Minnesota and 3 in Wisconsin. The cost 
of the necessary facilities at the end of the third year is 
estimated to be $25,753,800. 

In F.P.C. Docket No. G-17,486 Northern proposed to 
initiate service to 303 communities in Towa, Minnesota, 
South Dakota, Nebraska, Wisconsin and Illinois. To serve 
these communities Northern would construct two new 
eompressor stations, 282 town border stations, 230.3 miles 
of 24 and 30-inch main line loops, 46 miles of 20-inch line 
and over 2,000 miles of 2-inch to 6-inch branch lines at a 
total estimated cost of $88,160,172. 


B. Tur Hearrnes axp F.P.C. Oprnion No. 324 


The seven certificate applications were consolidated for 
hearings held commencing April 20, 1959, and ending June 
18, 1959, after 27 actual hearing days. 

Petitioners, together being purchasers of approximately 
32% of the volume of gas sold by Northern to its jurisdic- 
tional customers, intervened in the proceedings below to 
protect their interests and the public they serve from any 
undue burden which would result from the certification of 
extensions which were not economically feasible. To these 
ends, Petitioners participated in the hearings, cross- 
examined witnesses, presented evidence, filed briefs and 
argued orally before Respondent. The weight of Petition- 
ers’ cases was that service to all the 342 communities on 
the basis proposed by Northern was uneconomic and not 
required by the present or future public convenience and 
necessity because such would cast a permanent undue 
financial burden on the ultimate consumers of gas served 
by them and other present customers. The Respondent was 
urged to develop and apply a realistic test to measure 
economic feasibility or, in the alternative, to withhold 
certification to those communities which were uneconomic 
pending the development of such a test. 
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Upon motion by Northern, Respondent omitted the inter- 
mediate decision with respect to all the applications by 
order issued June 25, 1959. 

On July 31, 1959, the Respondent issued its Opinion No. 
324 and accompanying order, herein complained of, grant- 
ing to Northern a certificate to initiate gas service to the 
342 communities applied for upon condition that contribu- 
tions be made by certain of the communities. Sixty-nine 
communities were to contribute to the cost of constructing 
the town border stations necessary to serve them.* Fifty- 
five communities were to pay the entire cost of their town 
border station and contribute to the cost of constructing 
the branch line necessary to serve them” Two hundred 
eighteen communities were not required to make any con- 
tributions.”° 

Respondent found that as a result of its contribution 
plan, the economic feasibility of Northern’s entire project 
would be ‘‘enhanced’’ and ‘‘no undue burden will be placed 


on the present customers’’.”? 


C. Petrrioners’ Jorst APPLICATION FOR REHEARING AND 
ResponpDEN’’s ORDER OF DENIAL 


On August 28, 1959, Petitioners duly filed with Respond- 
ent a Joint Application for Rehearing of F.P.C. Opinion 
No. 324 and accompanying order. The position of Peti- 
tioners in said Joint Application was that the Respond- 
ent’s contribution plan made only a token reduction in the 
revenue deficiencies which would result from the project 
as proposed by Northern; and the undue burden on present 
customers which existed before the Respondent’s contribu- 
tion plan would remain after the minor savings made as 


8 Listed in Appendix ‘‘B’’ to F.P.C. Opinion No. 324—scee Appendix A 
hereto, pp. 30a-31a. 


9 Listed in Appendix ‘‘C’’ to F.P.C. Opinion No. 324—see Appendix A 
hereto, pp. 31a-42a. 


10 Listed in Appendix ‘‘A’’ to F.P.C, Opinion No, 324—see Appendix A 
hereto, pp. 26a-29a. 


11 FPC Opinion No. 324, Mimeo, p. 12, Appendix A hereto, pp. l4a-15a. 
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a result of the plan. Petitioners suggested a specific 
contribution plan which, although not covering all of the 
revenue deficiencies which will result from the uneconomic 
extensions, would remove the undue burden on present 
customers. 

Respondent issued its order denying Petitioners’ said 
Joint Application on September 18, 1959. Respondent did 
not change its position on the economic feasibility of 
Northern’s project except to deny Northern the right to 
charge depreciation on the property contributed by cus- 
tomers pursuant to its contribution plan. The revenue 
deficiencies remaining after the Respondent’s contribution 
plan were reduced only slightly by the disallowance of 
depreciation expense to Northern. 


IV. 
Grounps on Wuice Reurr Is Sovcst 


Petitioners state that Respondent’s Opinion No. 324 and 


accompanying order issued on July 31, 1959, and order 
denying rehearing issued on September 18, 1959, are 
unlawful for the reasons hereafter set forth and set forth 
in more detail in their Joint Application for Rehearing. 


A. Respoxpent’s Oprnton No, 324 anp ACCOMPANYING ORDER 
Issuep Juuy 31, 1959, anp Orver Issuep SEPTEMBER 18, 
1959, Are Contrary To Law IN Tat Many OF THE 
Extensions Certiriep Are Not EconoMIcaLLy Feasi- 
BLE. 


Under §7(c) of the Natural Gas Act, 15 U.S.C.A. 
§717f(c), a certificate shall not issue unless it is required 
by the present or future public convenience and necessity. 
One of the requirements upon which an adequate showing 
must be made is the economic feasibility of the proposed 
extensions or new construction. As shown in ‘‘B”’ below 
(and in Petitioners’ Joint Application for Rehearing—- 
Appendix B hereto) the clear weight of the evidence here 
is that many of the extensions which were certified by 
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Respondent are not economically feasible and will cast an 
undue burden upon the retail customers of Petitioners and 
other present customers. 

Respondent therefore erred when it granted a certificate 
for said uneconomic extensions since such was not required 
by the present or future public convenience and necessity 
and was contrary to law. 


B. Responpent’s Frxpincs oF Fact Revatine Tro THE Kco- 
womic Feasmritry oF THE New Extensions ARF 
AGarnst THE CLEAR WEIGHT OF AND Not SUPPORTED BY 
THE EVIDENCE. 


The Respondent erred when it found that as a result of 
its contribution plan the economic feasibility of Northern’s 
project would be enhanced and no undue burden would be 
placed on the present customers. The facts show that the 
uneconomic aspects of Northern’s proposals are not cured 
by Respondent’s contribution plan—it merely reduecs the 
revenue deficiencies of the first three years for the pro- 
posed communities by about 4%.” 

Northern introduced no economic feasibility study to 
demonstrate that the proposed new extensions would not 
cast an undue financial burden on present customers; the 
exhibits and testimony which it introduced relating to costs 
and return were incomplete and by Northern’s own ad- 
mission did not indicate one way or the other whether a 
proposed extension of service was economically feasible. 
Instead, Northern took the position that it would initiate 
service to all communities which could mect a certain new 
town test used by it in making certificate applications, 
regardless of the impact that such additions would have on 
Northern’s rate of return. 


The weight of the evidence on this subject was intro- 
duced in the proceedings below by Petitioners’ witnesses. 


12 Calculated before Respondent’s disallowance of depreciation expense to 
Northern on the property contributed by the communities conditionally cer- 
tificated. This item will make a negligible reduction only in the revenue 
deficiencies remaining after the Respondent’s contribution plan. 
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This evidence showed that before the Respondent’s con- 
tribution plan, the revenue deficiency caused by the new 
extensions would be approximately $17,000,000 for the first 
three years of service. The effect of Respondent’s contri- 
bution plan is to make a token reduction in these deficien- 
cies. 

Clearly, the effect of Respondent’s Opinion No. 324 and 
accompanying order issued July 31, 1959, and order issued 
September 18, 1959, is to cast an undue burden on the 
retail customers of Petitioners and other present cus- 
tomers of Northern. Respondent’s findings of fact and 
statements to the contrary are not supported by substantial 
evidence. 


V. 
Reurer Prayep 
Petitioners pray that this Court: 


1. Serve a certified copy of this petition upon any mem- 
ber of Respondent, pursuant to the provisions of § 19(b) 
of the Natural Gas Act, 15 U.S.C.A. § 717r(b). 


2, Require Respondent to certify and file with this Court 
a transcript of the record upon which the Respondent’s 
orders, here sought to be reviewed, issued July 31, 1959, 
and September 18, 1959, were entered, in accordance with 
§19(b) of the Natural Gas Act and Rule 38(g) of the Gen- 
eral Rules of this Court. 


3. Review Respondent’s Opinion No. 324 and accom- 
panying order issued July 31, 1959, and its order issued 
September 18, 1959, and enter a judgment: (a) vacating 
and setting said orders aside insofar as they grant North- 
ern a certificate of public convenience and necessity to 
serve those branch lines which show a deficiency of reve- 
nues in Column ‘‘1’’ of Appendix 4 to Petitioners’ Joint 
Application for Rehearing to Respondent (Appendix B 
hereto, pp. 16-18); and (b) remanding the proceedings to 
the Respondent and ordering it to formulate a lawful and 
realistic test of economic feasibility to he applied to those 
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branch lines which show a deficiency of revenues in said 
Column “1”? of Appendix 4 and to condition the certifica- 
tion of said branch lines upon the meeting of said test of 
economic feasibility so that no undue financial burden will 
be cast upon the gas consumers served by Petitioners or 
other present customers of Northern. 


4. Grant such other and further relief as the rights of 
Petitioners and the equities may require and as may seem 
just and reasonable to this Court. 


Dated November 12, 1959. 
Respectfully submitted, 


MrxneEapouis Gas Company, 

Merropouitan Utiuities District 
or Omana and Councit BiuFrs 
Gas CoMPaNy 


By /s/ Norman A. FLanixcam 
Norman A. Flaningam 


Counsel for Petitioners 
744 Pennsylvania Building 
Washington 4, D. C. 
Of Counsel: 


P. L. Farnanp 
GeorcE C. Mastor 
Farnanp, Lee & Masror 
410 Roanoke Building 
Minneapolis 2, Minnesota 


Georce C. ParDEE 
Metropolitan Utilities District 
of Omaha 
18th and Harney Streets 
Omaha, Nebraska 
Raymonp A. Smita 
Smiru, Peterson, Beckman & WILLSON 
301 Park Building 
Council Bluffs, Iowa 


APPENDIX A 


UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chair- 
man; Frederick Stueck, Arthur Kline and John B. Hussey. 


In the Matters of 


Docket Nos. G-17485, G-17486 and G-17874 
NortrHern Natural Gas Company 


Docket No. G-17487 
Permian Basin Pipriine Company 


Docket No. G-17626 
Tron Rances Naturat Gas Company 


Docket No. G-17854 
Ex Paso Natura, Gas Company 


Docket No. G-18113 
Pures PetRoLeuMm CoMPANY 


Oprnion No. 324 


Opinion and Order Issuing Certificates of Public Convenience 
and Necessity and Permitting Abandonment of Service 
and Facilities 


(Issued July 31, 1959) 


This consolidated proceeding concerns a proposal by 
Northern Natural Gas Company under Section 7(c) of the 
Natural Gas Act to initiate natural-gas service to 342 
communities in six different states in the Midwest. The 
distribution of the gas would be performed by Northern’s 
existing and proposed utility customers, including Iron 
Ranges Natural Gas Company, and by Northern’s own 
distributing arm, known as the Peoples Natural Gas Divi- 
sion. The applications by Permian Basin Pipeline Com- 
pany, El Paso Natural Gas Company, and Phillips Pe- 
troleum Company are concerned with Northern’s gas 
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supply. After hearings, the exchange of briefs, waiver of 
the intermediate decision proceedure and oral argument, the 
applications and the issues raised by them are before us 
for decision. As set forth below we are granting the 
various applications but appending such conditions as we 
believe in the public interest. 


Tue APPLICATIONS 


Northern owns an interstate pipeline system originat- 
ing in the panhandle of Texas and extending northeast- 
erly through Kansas, Nebraska, and Iowa with branches 
running east to Dubuque, Iowa, north to Minneapolis, 
Minnesota, and northwest into South Dakota. Its ap- 
plication in Docket No. G-17485 proposes the extension of 
its system by means of 170 miles of 24 and 20-inch pipe 
beyond Minneapolis in a northeasterly direction to the 
cities of Duluth, Minnesota, and Superior, Wisconsin, at 
the head of Lake Superior. This extension will serve 39 
communities, of which 36 are located in Minnesota and 
the remaining 3 in Wisconsin. The cost of the necessary 
facilities at the end of the third year is estimated to be 
$25,753,800, to which must be added $704,000 for enlarge- 
ment of Northern’s Elk River, Minnesota, lateral so as 
to provide increased service to Minneapolis as discussed 
below. 

In Docket No. G-17486 Northern proposes to construct 
facilities estimated to cost about $88,160,172 by the third 
year’ in order to serve 303 communities in Iowa, Minne- 
sota, South Dakota, Nebraska, Wisconsin and Illinois. To 
serve these communities Northern would construct 230.3 
miles of 24-inch and 30-inch mainline loops, 51,400 horse- 
power of additional compression, including two new com- 
pressor stations, one at Waterloo, Iowa, and the other 
at Farmington, Minnesota, 2,038.6 miles of 2-inch to 16- 


1 Including the third-year cost of $11,462,572 for 24 communities, not in- 
cluded in the original applications, but which have intervened and which 
Northern is willing to serve. 
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inch branch pipelines, 282 town border stations, and an 
extension consisting of 46 miles of 20-inch line from the 
vicinity of Duluth to the Mesabi Iron Range area. 

In Docket No. G-17626 Iron Ranges proposes to construct 
approximately 180 miles of 3-inch to 12-inch pipeline so 
as to deliver gas purchaed from Northern to 20 Minne- 
sota communities and several industrial customers. Iron 
Ranges’ proposal may be divided into three parts: (1) 
the Mesabi project where in addition to distributing gas 
to 18 communities, it would make large-volume industrial 
interruptible sales to Minnesota Power & Light Company 
for use in generating plants near Aurora and Cohasset, 
Minnesota, (2) the North Shore Project where delivery 
would be made by means of a pipeline extending from Du- 
luth north along Lake Superior to serve the iron ore pelle- 
tization plant of the Reserve Mining Company and two 
small communities, and (3) other areas where distribution 
is proposed in eight communities with Northern supplying 
the gas at the town borders as proposed in Docket Nos. 
G-17485 and G-17486. The total estimated cost of all fa- 
cilities for all three projects is $7,614,602. 

Docket Nos. G-17874 (Northern), G-17487 (Permian), 
G-17854 (El Paso), and G-18113 (Phillips) are concerned 
with Northern’s gas supply which will be used for its pro- 
posed new service. In G-17487 Permian proposes to sell 
and deliver an additional 50,000 Mef of gas per day to 
Northern, thus raising its deliveries from 425,000 Mef per 
day to 475,000 Mef per day. 

In order to save unnecessary transportation and take 
advantage of El Paso’s facilities Northern and El] Paso 
have entered into an exchange-transportation agreement 
by which Permian delivers the gas it sells to Northern into 
El Paso’s system at El Paso’s Plains Compressor Station 
in Yoakum County, Texas, and El Paso delivers an equal 
quantity of gas to Northern 200 miles further north at 
Dumas in Moore County, Texas, at the terminus of El 
Paso’s Dumas Line where are located El Paso’s sources 
of supply. In Docket No. G-17854 El Paso requests per- 
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mission to transport and exchange the additional quantity 
of 50,000 Met per day. 

El Paso expects to obtain additional gas from Phillips 
so as to enable it to increase its deliveries to Northern. 
El Paso has a contract with Phillips (filed as Phillips’ 
FPC Gas Rate Schedule No. 32) by which it is presently 
purchasing 100,000 Mef of gas per day, but which provides 
that on January 1, 1960, El Paso is entitled to receive 
180,000 Mef per day. Phillips has also been under con- 
tract with Northern (Phillips’ FPC Rate Schedule No. 24) 
whereby Phillips agreed to sell Northern 50,000 Mef per 
day up to January 1, 1960. In Docket No. G-18113 Phillips 
has requested permission under Section 7(b) of the Act to 
abandon its sale to Northern as of January 1, 1960. In 
Docket No. G-17874 Northern has requested permission to 
abandon the facilities it now uses to transport the gas 
purchased from Phillips to El Paso’s compressor station 
from which it is delivered into Northern’s main line, and, 


as a part of Docket No. G-17854, El Paso requests authori- 
zation to discontinue the compression service now rendered 
for Northern in connection with the gas Northern is pur- 
chasing from Phillips and to acquire the facilities that 
Northern proposes to abandon. 


PRocEDURAL STEPS 


After consolidation of the proceedings the State of 
Minnesota, the Public Service Commission of Wisconsin 
and the Illinois Commerce Commission filed notices of 
intervention in these proceedings, and the Commission 
permitted intervention by 47 additional parties. A hearing 
was held commencing April 20, 1959, and concluding June 
18, 1959, after 27 actual hearing days. 

During the course of the hearing Northern filed a motion 
requesting that the Commission sever its application in 
Docket No. G-17485 so that it might more quickly acquire 
a certificate in that proceeding in order to commence 
service to Duluth and Superior by the 1959-60 heating 
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season. By order of May 15, 1959, the Commission denied 
such severance and denied appeals by several parties to the 
presiding examiner’s allowing a recess of only six calendar 
days to prepare for cross-examination. By order issued 
June 25, 1959, the Commission granted a motion by North- 
ern to omit the intermediate decision procedure with 
respect to all applications, fixed a time for filing briefs 
and fixed the date of July 17, 1959, on which oral argument 
was held. 
Tue Issves 


Generally, the issue is whether Northern should be 
eranted certificates for its proposed project, whether the 
certificates should be conditioned and whether the other 
Applicants should be granted the authorizations sought by 
them with respect to gas supply. Specifically, the more 
important issues are (1) whether Northern has an adequate 
gas supply, (2) whether its proposed rates are allowable 
in that they reflect a greater portion of costs in the demand 
component than is permitted by certain Commission prece- 
dents, (3) whether various communities proposed to be 
served return so little of Northern’s costs that they will 
increase the financial burden upon Northern’s existing 
customers, (4) whether the proposed industrial sales on 
the part of Iron Ranges are sufficiently firm so as to remove 
doubt that they can he made, and (5) whether Phillips 
Petroleum has shown that abandonment of its sale to 
Northern is permitted by the public convenience and neces- 
sity. These and other issues may now be determined in 
connection with our examination of Northern’s proposals. 
No question has been raised to the adequacy of Northern’s 
or Tron Ranges’ proposed facilities from an engineering 
viewpoint or as to the reasonableness of its cost estimates, 
and we have no question on these matters. Becanse all of 
the dockets represent in effect different aspects of one 
plan to supply additional communities and eustomers with 
was, we shall discuss this plan as a whole. 


1 


Financryc 


No issue has been raised as to Northern’s ability to 
finance its project. It proposes to finance its project as 


follows: 
Total G-17485-G-17486 


Sinking Fund Debentures. * $ 49,000,000 $13,000,000 $36,000,000 
Preferred Stock 20,000,000 20,000,000 
Common Stock . 10,000,000 10,000,000 
Internal Funds 24,000,000 13,000,000 11,000,000 


TOTAL ses 103,000,000 $26,000,000 $77,000,000 


The record shows that this financing plan is feasible. 
The debentures and preferred stock will be sold to the 
public through underwriters. The common stock will be 
sold under a rights offering entitling the common stock- 
holders to subscribe for additional shares under their pre- 
emptive rights. After completion of the proposed financing 
the capitalization ratio will be debt 58 percent, preferred 
stock 12 percent, and common equity 30 percent. This 
ratio is within the standards employed by the Commission.” 
The record indicates that Northern would have no difficulty 
financing the Fasibitics, estimated to cost an additional 
amount of $11,462,572, necessary to serve the 24 communi- 
ties, proposed by jnterveners: and which Northern states it 
is willing to serve. 

Iron Ranges plans to finance its three projects covered 
by its applications as follows: 


First Mortgage Bonds, 5° ‘eh. $5,450,000 


Interim Notes, 6% —2.-.-22-222----02-2----- 1,073,000 
Capital Stock. 1,288,366 


$7,811,366 


Iron Ranges contemplates that the bonds will be sold to 
an insurance company and the interim notes and common 


2 Houston Teras Gas § Oil Corporation, et al., Docket No. G-9262, 16 
F.P.C. 118, 140, affirmed as Florida Economic Advisory Council v. F.P.C., 251 
F. 2d 643 (CADC), certiorari denied, 356 U.S. 959, 
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stock will be sold privately. Iron Ranges’ evidence shows 
that underwriters would be willing to undertake the mar- 
keting of these securities. 

At the end of the construction period the capital ratios 
will be bonds 69.1 percent, interim notes 13.6 percent and 
common. equity 17.3 percent. Although the interim notes 
are convertible into preferred stock at the option of the 
company they must be considered as long-term debt. If 
they are treated as such, the long-term debt ratio will be 
increased to $2.7 percent of the capitalization. Since this 
exceeds our regular standard of 75 percent we shall condi- 
tion our certificate to Iron Ranges so as to prevent Iron 
Ranges from paying dividends on common stock until the 
interim notes are converted into preferred stock or the 
long-term debt, including the interim notes is reduced to 
75 percent or less of the total capitalization. So condi- 
tioned we can see no difficulty on the basis of the record 
with Iron Ranges’ financing. 


Gas SuPpPLy 


There appears to be no dispute about the size of the gas 
reserves dedicated to Northern or of their deliverability 
life except as noted below, that is, the length of time that 
gas will be deliverable from them at the rate required by 
Northern. The reserves, amounting in all to 12.6 trillion 
eubie feet, are located in the Panhandle of Texas, the 
Permian Basin Area, the Hugoton Field, which includes 
areas in Kansas, Texas and Oklahoma, and other areas. 
The evidence indicates that the deliverability life from 
these reserves will be thirteen years as of January 1, 1960, 
when the requirements of both Docket No. G-17485 and 
G-17486 are taken into consideration, and when it is 
assumed that applications of Permian, El Paso and Phil- 
lips with respect to Northern’s gas supply are granted. 

Although the deliverability life of Northern’s reserves 
upon first consideration appears favorable, we do have 
some reservations with respect to the gas supply. In the 
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first place by reason of Permian’s increasing its deliveries 
from 425,000 Mef per day to 475,000 Mef per day the de- 
liverability life of its reserves is shortened. We agree with 
the staff that it is only because of the favorable effect on 
Northern’s gas reserves taken as a whole that we will 
affirm the authorization requested by Permian. Further- 
more, a large part of Northern’s reserves are contained in 
a formation in the Hugoton Field having a very low per- 
meability which would limit the flow of gas. Additionally, 
Northern has not taken its full quota (‘‘allowables’’) from 
the Kansas part of the Hugoton Field, and there has 
resulted an accumulation of ‘‘underages’’. The record 
indicates that Northern will attempt to sell these underages 
resulting in a small loss of deliverability life. Lastly, 
water has appeared in wells in the Hugoton Field in con- 
junction with the production of gas. While it was the 
opinion of Northern’s witness that the water would not 
have much effect on future rate of production, an element 
of doubt is introduced as to the effect of the water problem 
when high rates of production are necessary. In view of 
these considerations while we shall affirm Northern’s pres- 
ent applications, we agree with the staff that in any future 
certificate application by Northern seeking to increase its 
system sales capacity, Northern should be required to make 
a showing that the average well in the Hugoton Field can 
sustain the rates of production used in its deliverability 
studies. 

In connection with the gas supply for Northern’s project 
it is necessary to pass upon the applications of Permian 
(G-17487), El Paso (G-17854), Phillips (G-18113), and 
Northern (G-17874) relating to that gas supply. Taking 
Permian first, it may be recalled that Permian proposes to 
increase its sales to Northern from 425,000 Mef per day to 
475,000 Mef per day. The gas is delivered into the facilities 
of El Paso at Plains, Texas, while equivalent volumes are 
delivered by El Paso to Northern at Dumas, Texas, so that 
Permian’s increased deliveries will add to the gas supply 
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available to Northern. We note that the ability of Per- 
mian’s facilities to transport this additional gas is sup- 
ported by the evidence. As of December 31, 1958, its re- 
serves are estimated to be 3.764 trillion cubie feet; 
and its market and the economic feasibility of its proposal 
is assured by its contract with Northern and the fact that 
it sells gas to Northern under a cost-of-service tariff. There 
is thus every reason to grant Permian’s application. 

Likewise, we shall grant El Paso’s application to trans- 
port or exchange the additional 50,000 Mcf per day of gas, 
to acquire some 1800 feet of 16-inch pipeline that will no 
longer be needed by Northern since we are granting Phil- 
lips permission to abandon service to Northern, and to 
abandon the compression service rendered by El Paso with 
respect to the gas Northern now buys from Phillips. We 
note that Permian’s facilities can deliver an average daily 
volume of 715,000 Mef to El Paso at Plains. Because the 
average maximum daily capacity of the Plains-Dumas 
pipeline is only 206,000 Mcf, El Paso will use the greater 
part of the gas receipts from Permian, ineluding the 
475,000 Mef per day to be received for Northern’s account, 
for its own markets. El Paso points out that the deficit 
between the gas volumes which El Paso can physically 
transport from Plains to Dumas and the 475,000 Mef to be 
delivered to Northern is to be made up of gas volumes 
obtained from the Dumas Panhandle Area. 

As already noted under a contract of October 31, 1945, 
(filed as Phillips’ F.P.C. Gas Rate Schedule No. 32) El 
Paso is to take an average daily volume of 100,000 Mef 
from Phillips at its Dumas Plant until December 31, 1959, 
and commencing January 1, 1960, El Paso is to take the 
inereased volume of 180,000 Mef at this location. The 
record shows that Phillips’ reserves are adequate to sup- 
port the new average daily volumes through the year 1971 
with comparatively small reductions through 1974. The 
record shows further than El] Paso needs the additional 
«as in order to increase its deliveries to Northern in view 


of the limitations in the capacity of its Plains-Dumas line, 
if it is to avoid the necessity of acquiring additional gas 
sources and modifying the operation of its entire field 
system. Furthermore, El Paso will require the 1800 feet 
of 16-inch pipeline, now owned by Northern and used to 
receive the 50,000 Mef of gas from Phillips, in order to 
deliver the increased volumes of exchange gas to Northern. 
The price of $27,092.89, representing depreciated cost as of 
January 1, 1960, is reasonable. Since we are granting 
Phillips’ application to cease delivering the 50,000 Mef 
of gas to Northern, Northern will not need this short pipe- 
line and we shall grant its application in Docket No. 
G-17874 to sell it to El Paso. 

On the basis of its contracts with Northern and El Paso, 
Phillips has asked that it be permitted to abandon its serv- 
ice to Northern of 50,000 Mef per day as of January 1, 
1960, when it will commence delivering 80,000 Mef per day 
more gas to El Paso. In view of the fact that Northern 
will receive an additional 50,000 Mef per day from Permian 
via El] Paso, instead of what it receives from Phillips, and 
that Northern’s gas supply will be sufficient for its pro- 
posed project, in our opinion ‘‘the present or future public 
convenience or necessity permit such abandonment’’ within 
the language of Section 7(b) of the statute. 

The staff and the Coal Interveners argue that Phillips 
has been deficient in its presentation with respect to its 
application in that it relied on the contracts alone. Because 
the contracts show that Phillips will increase its deliveries 
to El Paso in a greater amount than the service to North- 
ern sought to be abandoned, and that Northern will receive 
no less gas because of the abandonment, Phillips’ showing 
has been sufficient under the peculiar facts of this pro- 
ceeding.* 

The staff contends that there has been no showing that 
Phillips could not deliver the 180,000 Mef as well as the 


3In our order in Docket No. G-2619, dated September 28, 1956, we, in 
effect, approved Phillips’ increasing its deliveries to El Paso by the con- 
tracted volume of 80,000 Mef per day. 
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50,000 Mcf, or a total of 230,000 Mef per day from its plant. 
While Phillips made no such showing, an exhibit intro- 
duced by El Paso indicates that Phillips, on the basis of its 
reserves, could not deliver the full 230,000 Mef per day, 
but rather quantities declining in the next ten years from 
218,000 to 190,000 Mef. But irrespective of Phillips’ ability 
to deliver gas the contracts indicate that Northern will not 
be injured because it will receive the equivalent quantity of 
gas from El] Paso. 

Both the staff and the Coal Interveners points out that 
Northern will pay Permian more for its gas than it was 
paying Phillips, 20.447 cents per Mef as opposed to 14.307 
cents per Mcf. On the other hand Phillips will sell its gas 
to El Paso at an even lesser rate of 13.3480 cents per Mcf, 
and we do not see that the public convenience and necessity 
does not permit the low priced gas going to one customer 
rather than another. 


Markets anp Economic FEASIBILITY 


As already mentioned Northern Natural through its 
Dockets G-17485 and G-17486 proposes to serve 342 com- 
munities, including 24 communities proposed for service by 
interveners in these proceedings. On the basis of estimates 
either presented or adopted by Northern from the presen- 
tation of its customers it appears that service to these 
communities would represent a third-year contract demand 
volume of 230,899 Mef per day * and an annual sales volume 
of 82,001,353 Mef.’ Northern estimates that in the third 
year of service to the 342 communities it will earn in excess 
of a 6% percent rate of return on its entire system al- 
though the rate of return on the incremental facilities to he 
constructed in the two dockets will be somewhat short of 
this, but will still represent a substantial return on its 


4 Increasing Northern’s present certificated system salable eapacity from 
1,341,209 Mef per day to 1,572,108 Mef per day. 


s Increasing the system annual sales volume from 402,727,000 Mef to 
484,728,353 Mef. 
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investment. This rate of return on incremental facilities 
would, of course, be increased as a result of the provisions 
we make below for elimination of certain uneconomic 
service or for alternative contributions by the distributors 
in the communities involved. 

The real problem with respect to Northern’s markets is 
the threat of competition made clear at the hearing by the 
Coal Interveners.* Especially involved are the operators 
of the commercial coal docks located on the shore of Lake 
Superior and Lake Michigan particularly at Duluth, Minne- 
sota, and Superior, Wisconsin, at the head of Lake Su- 
perior. These coal docks receive eastern coal by lake 
vessels and ship it throughout the upper lake territory. 
The evidence shows that the coal interests strongly intend 
to compete with Northern and Iron Ranges in supplying 
the fuel requirements of the major industrial and utility 
plants at the head of Lake Superior, on the Mesabi Range 
and elsewhere. While, as discussed below, we think it im- 
portant in view of this threatened and aggressive competi- 
tion to require that agreements between Tron Ranges and 
certain of its customers be made more firm, we do not feel 
justified in denying certificates for natural gas service 
merely because of competition. There is no reason for us 
to assume that Northern and Iron Ranges will lose its 
markets for interruptible gas or will be unable to find 
substitute purchasers. We therefore conclude that North- 
ern has markets that it will be able to serve and its project 
will be feasible particularly after the provisions we shall 
now discuss for customers who may not pay their proper 
share of Northern’s cost of service. 


a. Economic feasibility of the branch lines—Northern’s 
proposal to serve 342 communities including 24 communi- 
ties that it has agreed to serve requires it to construct the 
necessary branch lines and metering stations as well as to 


6 National Coal Association, United Mine Workers, Fuels Research Council, 
Inc., Midwest Coal Producer’s Institute, Inc., Upper Lake Docks Coal Bureau, 
Inc., The Chesapeake and Ohio Railway Co. 
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increase the capacity of its main line by the installation of 
extensions, loops and additional compression facilities. 
The question therefore arises as to whether the revenues to 
be obtained from the contemplated new service will be 
great enough to offset the costs associated with the con- 
struction of the branch lines and metering stations neces- 
sary for rendering service to the proposed communities so 
as to avoid placing the burden of the cost of the new facili- 
ties upon Northern’s existing customers. At the request 
of the staff Northern presented studies showing the result 
of applying its branch-line extension policy to the proposed 
communities. This policy simply requires that a branch 
line return sufficient revenues by the fifth year of service to 
pay for the cost of the gas in the field plus the out-of-pocket 
costs (compressor fuel, ete.) of transporting the gas to the 
town border stations, for the fixed and operating charges 
on the branch lines, and in addition, contribute something— 
no matter how little—to Northern’s main-line cost of 
service. 

In its brief the staff contended that the third year, rather 
than the fifth year, is the proper criterion in determining 
the feasibility of a given branch line. In this proceeding 
Northern presented engineering evidence and supporting 
data based upon the third year of service. Furthermore, 
we think that a branch line should be shown to be feasible 
before a time so remote as the fifth year in order not to 
burden existing customers. It may be noted that in Opinion 
No. 316,7 where we denied a previous application on the 
part of Northern, we stated: 


* * * in any new application Northern should file and 
in any further hearings, the company should design 
facilities and submit supporting data showing ability 
to render the contemplated service to new markets for 
a period conforming to the time within which North- 
ern estimates that the proposed new markets will reach 
economic feasibility. 


7 American Louisiana Pipe Line Co., et al., 20 F.P.C. 575, 602. 
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Thus data on the feasibility of the branch lines should 
conform to the other data submitted by Northern relating 
to its proposed service. 

While Northern based its studies on the proposed con- 
tract demands of the customers, we agree with the staff’s 
further contention that the results should be based on the 
third-year estimate of annual sales, because the annual 
volume index would benefit the communities with lower 
load factor estimates, rather than the communities having 
large industrial overrun markets, which are benefitted in 
any case by the terms of Northern’s existing tariff, which 
is designed to reflect differences in load factor. 

Considering the studies presented by Northern with the 
modifications discussed above we believe that the reve- 
nues in the third year should be at least sufficient to de- 
fray the cost of the gas as delivered at the town border 
stations (average cost of gas in the field plus out-of- 
pocket main line costs), the branch-line cost of service and 
the cost of service of the measuring stations for each com- 
munity. This means that Northern’s branch-line extension 
policy should be strengthened sufficiently to require that 
a distributor for a community not only pay for the cost 
of servicing the branch line but also cover the costs of 
providing the measuring stations, which Northern has 
treated as main-line facilities but which are necessary for 
service to the individual communities. Where the annual 
revenues from a given branch line on the third-year basis 
will not be sufficient to meet the costs associated with the 
measuring stations for that particular branch line, service 
on such branch line must be denied unless the distribu- 
tors for the communities served by the branch line make 
an appropriate contribution to the cost of constructing the 
measuring stations. Likewise, where the revenues are in- 
sufficient not only to cover the cost of the measuring sta- 
tions, but also fail to cover the costs of the branch line, 
service, must, of course, be denied unless a contribution 
is made not only for the construction of the necessary 
metering stations but also for the branch line. If these 
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contributions are made Northern’s total investment will 
be reduced so that the revenues will at least be sufficient 
to cover the out-of-pocket costs, the branch line costs, and 
the measuring station costs even if the service does not 
meet other main-line costs. 

Where it is necessary that a contribution be made in 
aid of constructing a branch line, it should be proportion- 
ate to the failure of the estimated third-year annual reve- 
nues to meet the costs of the branch line as shown by the 
record. As for the measuring stations, the record does 
not contain all the elements necessar to determine the 
precise cost of service of each one. Northern, however, has 
outlined some of these elements, i.c., depreciation, rate of 
return, federal and state income taxes, miscellaneous 
taxes, and ad valorem taxes. The estimated operation and 
maintenance costs for particular meter stations however, 
are not included. Using the amounts available in the 
record for the above items and applying our informed 
judgment, we believe the total service costs, during the 
third year of service, would amount to about 20 percent 
of the initial investment in the metering facilities includ. 
ing construction overheads and contingencies. Of course, 
in future proceedings, perhaps with additional informa- 
tion in the record as to the costs of metering facilities 
the 20 percent figure may be modified. Thus, if the third 
year annual revenues from a given branch line fail to in- 
clude 20 percent of the initial cost of the measuring sta- 
tions, the necessary contribution to construction would be 
in the same proportion that the revenue deficiency bears 
to 20 percent of the initial cost. 

Applying these principles, we find that, of the 342 com- 
munities that Northern proposes to serve, 218 communi- 
ties referred to in Appendix A * to this opinion are located 
on branch lines which will provide sufficient revenues to 
meet the field cost of the gas, out-of-pocket main line 


8 Appendix A gives the names of 198 communities, 2 industrials and the 
two delivery points to Iron Ranges, which would transport the gas to 20 
towns. 
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costs, the branch line costs and the measuring station costs 
and will contribute more or less to system fixed costs. 69 
communities listed in Appendix B will be located on branch 
lines that will provide revenues that will cover the branch 
line costs, but not the measuring station costs, and 53 
communities listed in Appendix C will be located on branch 
lines that will not provide sufficient revenues to cover 
either measuring station or branch line costs; both these 
categories of communities must be eliminated or their 
distributors must make appropriate contributions. 

There are fifteen additional communities intervening in 
these proceedings, as listed in Appendix D, that have re- 
quested gas service, but which Northern has not agreed 
to serve. The evidence in the record is not in sufficient 
detail to enable us to determine the economic feasibility 
of service to these communities in accordance with the 
principles here expressed even if we had authority to 
compel service to them. However, the evidence available 
in the record indicates that service to some of these com- 
munities would compare favorably with service that North- 
ern has proposed. Therefore we hope that Northern will 
provide for service to them in a subsequent application, 
that should not be too long delayed, particularly if North- 
ern has excess capacity available as a result of the condi- 
tions of this order. 

As a result of the application of the principles expressed 
above, Northern will serve communities that will at least 
defray all costs other than the system-wide fixed costs; 
Northern’s return on the incremental facilities will be 
improved; and the feasibility of its entire project will be 
enhanced. 

In connection with the economic feasibility of the branch 
lines Minneapolis Gas Company, Council Bluffs Gas Com- 
pany and Metropolitan Utilities District of Omaha argue 
that each branch line must bear its full share of Northern’s 
cost of service, otherwise a greater burden will fall on 
the present customers. Minneapolis Gas Company argues 
specifically that each branch line must pay the cost of 
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purchased gas, the cost of service attributable to the 
gathering facilities, the cost of service attributable to the 
main-line facilities, and the cost of service attributable to 
the branch line facilities. However, we are requiring that 
those branch lines with insufficient revenues make contribu- 
tions so that all but system-wide fixed cost will be covered, 
and the record shows that a large number of the branch 
lines (in Appendix A) make significant contributions to 
system-wide fixed costs. While it cannot be precisely de- 
termined what will be Northern’s incremental return on 
its project as a result of the eliminations or contributions 
required by this order, it would appear that no undue 
burden will be placed on the present customers. In any 
case it would be impossible to regulate a utility or for a 
utility to engage in business if every segment of its busi- 
ness had to earn the same rate of return. 


b. The Iron Ranges Project——As will be recalled Iron 
Ranges proposes to distribute gas in eight communities in 
Minnesota with gas supplied by Northern at the town 
borders. By means of its Mesabi Iron Range Project it 
will serve 18 communities and industrial concerns includ- 
ing Minnesota Power’s generating plants near Aurora and 
Cohasset, Minnesota, the Blandin Paper Company at 
Grand Rapids, and indirectly through sales for resale, the 
municipal power plants of the communities of Virginia and 
Hibbing, Minnesota. That this system would rely heavily 
on industrial sales is apparent from the fact that about 
two-thirds or 8,615,000 Mef of the third year sales, amount- 
ing in all to 12,723,000 Mef would be made in the inter- 
ruptible industrial market, principally for power genera- 
tion. From its North Shore Project Iron Ranges will 
serve the taconite pelletization plant of the Reserve Min- 
ing Company where the gas will replace both coal and oil. 

Iron Ranges has presented in the record forms of con- 
tracts with Minnesota Power and with Reserve Mining in 
addition to letters from these proposed customers stat- 
ing that they would enter into contracts substantially in 
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the form submitted. However, these contracts are not firm, 
for the buyer under certain conditions depending upon 
the relationship between the price of gas and the price 
of substitute fuels is not obligated to continue purchases. 
The contract with Minnesota Power sets forth a price of 
30.3 cents per CE unit, which represents the amount of gas 
equivalent to 1,000,000 Btus of coal. However, after tak- 
ing into account certain taxes and rental charges, this price 
represents only 28 cents per Mef to Iron Ranges. Under 
the contract Minnesota Power is required to purchase 2,- 
400,000 Mef per year, but it the price of gas becomes more 
than 90 percent of the cost of competitive fuel, Minnesota 
Power may cease purchasing gas, except that under this 
provision Iron Ranges may retain the business by decreas- 
ing the price of gas so as to keep it less than 90 percent 
of the other fuel, but need not make decreases greater than 
2.5 cents per CE unit by the sixth year. Even more im- 
portantly the contract also provides that if the price of 
gas becomes more than the price of the competitive fuel, 
the buyer may on thirty days notice discontinue the pur- 
chase of gas until the price of the competitive fuel becomes 
more than the price of the gas. 

The contract with Reserve Mining provides for the sale 
of 10,300 Mef of gas per day with a two-step demand charge 
of $4.00 and $6.00, and a commodity and interruptible 
charge of 26.2 cents per Mef. The contract contains a pro- 
vision that if the price of gas over a three-month period 
becomes 95 percent of the cost of fuel oil, Reserve may 
cancel the contract upon three months’ notice, and another 
provision for cancellation upon payment of $1,700,000 less 
three cents for each Mef of firm gas delivered prior to 
the date of cancellation. 

Two of the important coal dock companies introduced 
testimony that they intended to offer firm, long term con- 
tracts with Minnesota Power to supply coal to the Co- 
hasset and Aurora stations in competition with the inter- 
ruptible gas that the company might purchase from Iron 
Ranges as well as proclaiming that they intended to com- 
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pete with gas at other plants of Minnesota Power and 
at other industrial plants in the Upper Lake region. One 
of the proposed coal contracts, worked out elaborately, 
would provide that Minnesota Power agree to burn coal 
exclusively at its Aurora and Cohasset stations and that 
the price of ‘‘competitive’’ coal would be adjusted in ac- 
cordance with the price of interruptible gas.° 

Because of the express intent of the coal interests to 
compete with Iron Ranges it becomes important that its 
contracts with Minnesota Power and Reserve Mining not 
have escape clauses. In issuing a certificate to Iron Ranges 
we shall therefore require that these escape clauses be 
eliminated. 

Concluding with respect to Iron Ranges’ project the 
record shows that it has a favorable market potential, that 
it will earn an adequate return, and that its project will be 
economically feasible. The fact that certain of its mar- 
kets are threatened by competition from the coal com- 
panies does not lead us to deny a certificate, for we do 


not believe that it is in the public interest to deny Iron 
Ranges the right to compete. We note in this connection 
that the representative of the State of Minnesota at the 
oral argument was in favor of granting a certificate to 
Iron Ranges, for otherwise it was indefinite whether the 
area would have the benefit of gas or cheaper coal. 


ce. Service to Osage, Iowa—The community of Osage 
first granted a franchise to Northern’s Peoples Division to 
distribute gas in the City and then voted to have a mu- 
nicipal distribution system. Both Northern and the City 
presented evidence with respect to service to Osage, which 
now contends that the City has the only franchise. The 
record shows that both proposed projects are economically 
feasible. Although the City contends that the franchise 
to Northern’s Peoples Division was, in effect, revoked by 
the election and that the electorate will have to vote only 
on the service agreement which the municipality would 


9 Although providing for an increase in the price of ‘‘stand by’’ coal. 
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have to make with Northern, the gas supplier, we do not 
believe it is appropriate for us to determine who is the 
rightful distributor in Osage. Therefore we shall require 
that Northern reserve for service to Osage the 1704 Mef 
per day of gas requested until it is finally determined who 
is entitled to it under local law. 


Village of Blaine, Minnesota—In these proceedings 
Northern proposed to serve the Village of Blaine, Minne- 
sota, which presented evidence in support of the proposal. 
We have received letters from the attorney for the Vil- 
lage of Blaine and from North Central Public Service Com- 
pany stating that the people of the Village have rejected 
a municipal distribution system and that the city council 
has awarded a gas franchise to North Central. Both par- 
ties desire that North Central be allocated the gas that 
would have otherwise gone to the Village. We see no ob- 
jection to making this substitution. 


Rares aND ZONES 


In its applications in Docket Nos. G-17485 and G-17486 
Northern has proposed rates, which represent a substan- 
tial departure from Commission precedent with respect to 
the classification and allocation of costs.” It proposes to 
establish two new rate zones, designated as B and C,” 
north of its existing zone 3 with rates as follows: 

Firm Service Interruptible 


Zone Demand Charge Commodity Charge Overrun Service 
(Per Mef) (Per Mcf) (Per Mef) 


B $3.81 23.4¢ 23.4¢ 
Cc $4.12 23.9¢ 23.9¢ 


The rate for Zone B was derived from the rates in effect 
for Zone 3, by adding to the Zone 3 rates a differential of 


10 Atlantic Seaboard Corporation, 11 F.P.C. 43; Northern Natural Gas Co., 
11 F.P.C. 123. 

11In Opinion 281, 14 F.P.C. » Docket No. G-2217, issued May 20, 
1955, the Commission had established a Zone A for an unserved area in addi- 
tion to Zones 1, 2 and 3. 
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2 cents per Mef at 70 percent load factor. One and a half 
cents of the differential was assigned to the demand com- 
ponent, and half a cent to the commodity component. 
Similarly the same differential was used in computing 
Zone C rates as compared to the rates for Zone B. 

The Zone 3 rates thus used as a basis along with rates 
for Zones 1 and 2, were filed by Northern on May 26, 1958, 
and were suspended by the Commission in Docket No. G- 
15335 until November 27, 1958. These rates represent an 
increase over rates filed and suspended in Docket No. G- 
12153, which in turn represent an increase over the rates 
agreed to by the parties and approved by order of the 
Commission on July 26, 1956, in Docket No. G-2505, 16 
F.P.C. 803. In the settlement and in each of the succeed- 
ing filings Northern employed the same 2 cent differen- 
tial between Zones 1, 2 and 3, split 14% cents to the de- 
mand component and 14 cent to the commodity component, 
so that it can be said to represent a historical pattern. 
The settlement rates in Docket No. G-2505 had the effect 
of shifting to the demand component of the approved rates 
some 7 percent of the jurisdictional costs which would have 
been recovered in the commodity component if the Sea- 
board case method of allocation had been applied. In the 
two succeeding filings in Docket Nos. G-12153 and G-15335, 
Northern added all of its increased costs to the demand 
component retaining the historical differential between 
zones. Thus the shift of costs to the demand component 
or ‘tilt?’ is much greater in Docket No. G-15335 than in 
the settlement rates, and this tilt is carried over into the 
rates proposed for Zones B and C in this proceeding. 

In general a heavily tilted rate is undesirable, because 
it tends, if carried over to the retail level, to place an 
unduly high proportion of the costs on the low-load factor 
domestic and commercial consumers, rather than on the 
interruptible industrial consumers who don’t pay a demand 
charge. It may be, however, that in the case of certain 
market patterns, particularly where the company depends 
upon the interruptible industrial load, as here, to make its 
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project economically feasible, some tilt may be necessary. 
In this case we think that the burden should be placed on 
Northern to prove the justness and reasonableness of its 
proposed rates, with respect to ‘‘tilt’’ and otherwise. On 
the other hand this is not a rate proceeding requiring us 
to determine just and reasonable rates,’* and to turn it 
into a rate proceeding would inordinately delay the con- 
struction of Northern’s project. Therefore we shall pre- 
scribe initial rates for the project with the understanding 
that Northern may file rate changes, as it is entitled to do 
under Section 4 of the Natural Gas Act. 

With respect to the initial rates which we shall allow 
herein for Zones B and C it appears reasonable to retain 
the historical pattern. Such rates shall be leased upon 
the jurisdictional cost of service developed by the staff, 
which included a 6 percent return and associated income 
taxes. The jurisdictional costs are $32,964,897 assigned 
to demand and $111,943,483 assigned to commodity, or a 
total of $144,908,380."* We therefore have computed rates 
for Zones 1, 2 and 3 not to be put into effect but merely as 
a basis for rates in Zones B and C. In doing so we have 
retained the historical shift of costs from the commodity 
to the demand component, or ‘‘tilt’? amounting to about 
seven percent. To the rates for Zone 1 we have added 
the historical differential of two cents per Mef, divided 
1.5 cents and .5 cents respectively between demand and 
commodity to arrive at rates for each succeeding zone to 
Zone C. The differential, at a 70 percent load factor 
amounts on the demand side to 31.9375 cents per Mef per 
month. Using this approach we arrive at the following 
rates for Zones B and C: 

Zone B Zone C 


Demand per Mef per month $2.91 $3.23 
Commodity per Mef........ .. 25.97¢ 26.47¢ 


12 Atlantic Refining Co. v. P.S.C., 8. , Nos. 518 and 536, Octo- 
ber Term 1958, June 22, 1959. 


13 The staff’s jurisdictional costs have been adjusted so as to reinstate cer- 
tain cost items which were inadvertently eliminated. 
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We note that Iron Ranges proposes initial rates for 
jurisdictional sales of $4.25 per Mef demand and 28 cents 
per Mcf commodity with overrun sales priced at the com- 
modity rate. Iron Ranges rates are based on Northern’s 
proposed rates and therefore should be modified. Since 
Iron Ranges, of course, has no historical pattern for tilt- 
ing costs from the commodity to the demand component, 
we shall therefore prescribe initial monthly rates for Iron 
Ranges of $4.74 per Mef demand and 29.05¢ per Mef com- 
modity in accordance with the Seaboard method of class- 
fication. Like Northern, Iron Ranges is privileged to file 
a change in this initial rate pursuant to Section 4 of the 
Natural Gas Act. 

There is one other rate matter that needs consideration, 
and that is whether Northern should charge its Zone 3 
rate or its Zone B rate to Minneapolis Gas Company for 
deliveries at an additional town border station at Minne- 
apolis, Minnesota, to North Central Public Service Com- 
pany for service to the towns of Coon Rapids, Lexington 
and Spring Lake Park, Minnesota, in the neighborhood of 
Minneapolis and to Northern States Power Company for 
service to the towns of White Bear Lake, Stillwater and 
Lake Elmo, Minnesota, in the neighborhood of St. Paul, 
Minnesota. The town border station at Minneapolis would 
provide a less expensive and more feasible means of de- 
livering additional gas to Minneapolis in the future. North- 
ern is willing to construct it, and we shall condition our 
certificate so as to require it. Although the station will be 
north of the Zone 3 border, the gas will be used in Minne- 
apolis, on an established system and for this reason and 
otherwise, it clearly represents a Zone 3 sale. 

With respect to the other towns they lie physically out- 
side of Zone 3 in Zone B. Unlike Minneapolis they repre- 
sent new service areas at delivery points which are out- 
side Zone 3 on a miles of haul basis and which are not 
now within a Zone 3 integrated distribution system. It 
may be that in the future some of these new service areas 
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may be served as part of a Zone 3 integrated distribution 
system and may then be eligible for Zone 3 rates. 
The Commission further finds: 


(1) Northern, Permian, El Paso and Phillips are nat- 
ural-gas companies and Iron Ranges upon commencement 
of the service authorized herein will be a natural-gas com- 
pany, within the meaning of the Natural Gas Act. 


(2) The facilities described above and more fully de- 
scribed in the respective applications of Northern, Per- 
mian, Iron Ranges and El Paso in Docket Nos. G-17485, 
G-17486, G-17487, G-17626 and G-17854 in these consoli- 
dated proceedings, are proposed to be used in the trans- 
portation and sale of natural gas in interstate commerce 
for resale as integral parts of the pipeline systems of their 
respective owners, and their construction, operation, and 
acquisition, as the case may be, by applicants, are subject 
to the requirements of subsections (c) and (e) of Section 
7 of the Natural Gas Act. 


(3) Northern, Permian, Iron Ranges and El Paso are 
able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of 
the Natural Gas Act and the requirements, rules and regu- 
lations of the Commission thereunder. 


(4) The proposed construction, operation, and acquisi- 
tion of the facilities by Northern, Permian, Iron Ranges 
and El Paso are required by the public convenience and 
necessity and certificates therefor should be issued as 
hereinafter ordered and conditioned. 


(5) Public convenience and necessity require that the 
general terms and conditions set forth in paragraphs (a), 
(b), (e)(3), (¢)(4) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificates hereinafter issued 
to Northern, Permian, Iron Ranges and El Paso and to 
the exercise of the rights granted thereunder, and that the 
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time within which construction or acquisition of the fa- 
cilities authorized by this order shall be completed and 
placed in actual operation should be fixed as provided be- 
low. 


(6) The sale of natural gas, and any facilities necessary 
therefor which are proposed to be abandoned by Phillips 
in Docket No. G-18113, the facilities proposed to be aban- 
doned by Northern in Docket No. G-17874 and the compres- 
sion service proposed to be abandoned by El Paso in 
Docket No. G-17854 are subject to the requirements of sub- 
section (b) of Section 7 of the Natural Gas Act. 


(7) The proposed abandonment of service and facilities 
referred to in (6) above are permitted by the public con- 
venience and necessity and permission and approval there- 
of should be granted as hereinafter ordered. 


The Commission orders: 


(A) Certificates of public convenience and necessity are 
hereby issued to Northern, Permian, Iron Ranges and El 
Paso to construct or acquire, as the case may be, and op- 
erate the facilities described above and more fully de- 
scribed in their respective applications in Docket Nos. G- 
17485, G-17486, G-17487, G-17626, G-17854 in these con- 
solidated proceedings, for the transportation and sale of 
natural gas as therein set forth, subject to the jurisdiction 
of the Commission upon the terms and conditions of this 
order. 


(B) The general terms and conditions set forth in para- 
graphs (a), (b), (¢)(3), (¢)(4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas 
Act shall attach to the issuance of the certificates granted 
in paragraph (A) above and to the exercise of the rights 
wranted thereunder. 


(C) The time within which the facilities hereby author- 
ized shall be constructed or acquired and placed in actual 
operation as provided by paragraph (b) of Section 157.20 
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of the aforesaid Regulation is hereby fixed at one year 
from the date on which this order issues, except that in 
the case of branch lines to be constructed by Northern to 
serve the communities listed in Appendices A, B and C, 
Northern shall have 2 years from the date of issuance of 
this order. 


(D) The certificate issued to Northern in (A) above shall 
be further conditioned as follows: 


(i) Northern shall serve the communities and indus- 
trials listed in Appendix A without requiring any 
contribution in aid of construction. 


(ii) Northern shall serve the communities listed in 
Appendix B if the distributor serving the com- 
munities on the branch line involved, within three 
months of the date of issuance of this order, makes 
a contribution to the construction of the measur- 
ing stations on such branch line in the same pro- 
portion that estimated third year net revenues 
from the branch line fall short of 20 percent of 
the estimated initial costs of the measuring sta- 
tions on the branch line. 


Northern shall serve the communities listed in 
Appendix C if the distributor serving the com- 
munities on the branch line involved, within three 
months of the date of issuance of this order, makes 
a contribution to the cost of the construction of 
the branch line in the same proportion that esti- 
mated third year net revenues from the branch 
line fall short of the estimated annual costs of 
the branch line and makes a contribution to cover 
the entire estimated initial costs of the measur- 
ing stations on the branch line. 


(iv) Northern shall reserve for service to Osage, Iowa, 
a contract demand of 1704 Mef of gas per day sub- 
ject to a final determination as to whether North- 
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ern’s Peoples Division or the City itself is en- 
titled to distribute such gas. 


Northern shall deliver gas for service to the Vil- 
lage of Blaine, under the conditions of its appli- 
cation and this order, to North Central Public 
Service Company rather than to the Village itself. 


Northern’s initial rates in its Zone B shall have a 
demand component of $2.91 per Mcf per month 
and a commodity component of 25.97 cents per 
Mef; in Zone C a demand component of $3.23 per 
Mef per month and a commodity component of 
26.47 cents per Mef. 


Northern shall construct the necessary facilities 
and deliver gas to Minneapolis at the proposed 
additional town border station at the Zone 3 rates. 


The request of North Central Public Service Com- 
pany with respect to the communities of Coon 
Rapids, Lexington and Spring Lake, Minnesota, 
and of Northern States Power Company with re- 
spect to the communities of White Bear Lake, 
Stillwater and Lake Elmo, Minnesota, that such 
towns be served at Zone 3 rates rather than Zone 
B rates is hereby denied. 


Within six months of the date of this order N orth- 
ern shall file data showing what modifications it 
has made, if any, in the design of its main-line fa- 
cilities as a result of the conditions of this order, 
particularly with respect to the climination of 
communities proposed to be served. 


(E) The certificate issued to Iron Ranges in (A) above 
shall be further conditioned as follows: 


(i) Iron Ranges shall not pay dividends on its com- 
mon stock until its interim notes are converted 
into preferred stock or the long-term debt, includ- 
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ing the interim notes, is reduced to 75 percent or 
less of its total capitalization. 


The escape clauses appearing in Tron Ranges’ pro- 
posed contracts with Minnesota Power and Re- 
serve Mining shall be eliminated, and Iron Ranges 
shall file revised contracts with this Commission 
within three months of the date of issuance of this 
order. 


Iron Ranges initial rates shall have a demand 
component of $4.74 per Mef per month and a com- 
modity component charge of 29.05 cents per Mef 
for its jurisdictional sales. 


(F) Phillips is hereby permitted to abandon its service 
to Northern Natural and any necessary facilities as of 
January 1, 1960, in accordance with its application in 
Docket No. G-18113. 


(G) Northern Natural is hereby permitted to sell and 
abandon as of January 1, 1960, the facilities described in 
its application in Docket No. G-17874. 


(H) El Paso is hereby permitted to abandon its com- 
pression service to Northern as referred to in its Docket 
No. G-17854. 


By the Commission. 
(Seal of the 
Federal Power Commission) 
/s/ J. H. GuTRwe 
Joseph H. Gutride, 
Secretary. 
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APPENDIX A 


Branon Lives, anp Communrries SERVED BY THEM, 
Meeting Aut Cost CrirERIA 


Anoka, Minnesota 

Anoka, Minnesota 
Champlin, Minnesota 

Blaine, Minnesota 

Circle Pines, Minnesota 

Coon Rapids, Minnesota 

Elk River, Minnesota 

Lexington, Minnesota 

Spring Lake Park, Minne- 

sota 


Barnum, Minnesota 


Cloquet, Minnesota 
Cloquet, Minnesota 
Scanlon, Minnesota 


Duluth, Minnesota 
Duluth, Minnesota 
Proctor, Minnesota 


Forest Lake, Minnesota 
Harris, Minnesota 
Hinkley, Minnesota 
Kettle River, Minnesota 
Lake Elmo, Minnesota 
Moose Lake, Minnesota 
North Branch, Minnesota 
Pin City, Minnesota 
Rush City, Minnesota 


Sandstone, Minnesota 


Stillwater, Minnesota 
Hudson, Wisconsin 

North Hudson, Wisconsin 
Stillwater, Minnesota 

Bayport, Minnesota 

Oak Park, Minnesota 


Sturgeon Lake, Minnesota 


Superior, Wisconsin 
Carlton, Minnesota 
Superior, Wisconsin 


White Bear Lake, Minne- 
sota 
White Bear Lake, Minne- 
sota 
Birchwood, Minnesota 
Dellwood, Minnesota 
Mahtomedi, Minnesota 
Willernie, Minnesota 


Willow River, Minnesota 


Minnesota Mining & Mfg. 
M.L.D. 


Alvord, Iowa 


Anamosa, Iowa 
Anamosa, Iowa 
Monticello, Iowa 
Hopkington, Iowa 
Langworthy, Iowa 


Arnolds Park, Iowa 


Badger, Lowa 


Cascade, Iowa 
Clarksville, Iowa 
Clarksville, Iowa 
Plainfield, Iowa 
Shell Rock, Iowa 


Coates, Minnesota 
Corwith, Iowa 


Decorah, Iowa 
Hazelton, Iowa 
Oelwein, Iowa 
Arlington, Iowa 
Calmar, Iowa 
Clermont, Iowa 
Cresco, Iowa 
Decorah, Iowa 
Edgewood, Iowa 
Elgin, Iowa 
Elkader, Iowa 
Fayette, Iowa 
Guttenburg, Iowa 
Hawkeye, Iowa 
Lamont, Iowa 
Lansing, Iowa 
Interstate Power Co., 
M.L.D. 
Monona, Iowa 
Ossian, Iowa 
Postville, Iowa 
Strawberry Point, Iowa 
Sumner, Iowa 
Tripoli, Iowa 
Waukon, Iowa 
West Union, Iowa 


Delhi, Iowa 


Doon, Iowa 


Earlville, Iowa 


Emmetsburg, Lowa 
Emmetsburg, Iowa 
Graettinger, Iowa 
Terrill, Iowa 
Ruthven, Iowa 
Wallingford, Iowa 
West Bend, Iowa 
Whittemore, Iowa 


Emmons, Minnesota 
Epworth, Iowa 


Evansdale, Iowa 
Evansdale, Iowa 
Elk Run Heights, Iowa 
Raymond, lowa 
Washburn, Iowa 


Farley, Iowa 
Gilbertville, Iowa 
Goldfield, Iowa 
Goodell, Iowa 


Hampton, Iowa 


Hampton, Iowa 
Sheffield, Iowa 
Alexander, Iowa 
Chapin, Iowa 
Latimer, Iowa 
Meservey, Iowa 


Hartland, Minnesota 
Hubbard, Iowa 


Iron June. Del. Pt., Minne- 
sota (Iron Ranges’ 
Mesabi Range) 


Jackson, Nebraska 
Janesville, Iowa 
Jesup, Iowa 


Kanawaha, Iowa 


Lakeville Twp., Minnesota 


Lonsdale, Minnesota 
Lonsdale, Minnesota 
Veseli, Minnesota 


Medford, Minnesota 
Moville, Minnesota 


New Hampton, Iowa 
New Hampton, Iowa 
Tonia, Iowa 


New Market, Minnesota 
Nora Springs, Iowa 


North Shore Del. Pt., Min- 
nesota (Iron Ranges’ 
North Shore) 


Oldham, South Dakota 


Osage, Iowa 
Osage, Iowa 
Rudd, Iowa 


Otho, Iowa 
Coalville, Iowa 
Otho, Iowa 


Roland, Iowa 


Sibley, Iowa 
Ashton, Iowa 
George, Iowa 
Sibley, Iowa 


Silver City, Iowa 


St. Cloud, Minnesota 
Brainerd, Minnesota 
Cambridge, Minnesota 
Crosby, Minnesota 
Ironton, Minnesota 
Little Falls, Minnesota 
Princeton, Minnesota 
Sartell, Minnesota 
St. Cloud, Minnesota 
Sauk Rapids, Minnesota 
Waite Park, Minnesota 
Deerwood, Minnesota 


Stuart, Lowa 
Dexter, Iowa 
Earlham, Iowa 
Stuart, Iowa 


Superior, Iowa 


Tama, Iowa 
Dysart, Iowa 
Garwin, Iowa 
Gladbrook, Iowa 
Tama, Iowa 
Toledo, Iowa 
Traer, Iowa 


Twin Lakes, Minnesota 
Vinton, Iowa 
Garrison, Iowa 

La Porte City, Iowa 
Vinton, Iowa 


Waterville, Minnesota 
Morristown, Minnesota 
Waterville, Minnesota 


Wellsburg, Iowa 


Winona, Minnesota 
Blooming Prairie, Minne- 
sota 
‘Chatfield, Minnesota 
Dover, Minnesota 
Elgin, Minnesota 
Ellendale, Minnesota 
Eyota, Minnesota 
Hayfield, Minnesota 
LaCrescent, Minnesota 
LaCrosse, Wisconsin 
French Island, Wisconsin 
Onalaska, Wisconsin 
Shelby, Wisconsin 
Lanesboro, Minnesota 
Lewiston, Minnesota 
Plainview, Minnesota 
Preston, Minnesota 
Rushford, Minnesota 
St. Charles, Minnesota 
Stewartville, Minnesota 
Spring Valley, Minnesota 
Utica, Minnesota 
Viola, Minnesota 
Winona, Minnesota 
Goodview, Minnesota 


Winthrop, Iowa 


Alexandria, Minnesota 
Alexandria, Minnesota 
Browerville, Minnesota 
Long Prairie, Minnesota 
Osakis, Minnesota 


Willmar, Minnesota 
Atwater, Minnesota 
Cokato, Minnesota 
Cologne, Minnesota 
Dassel, Minnesota 
Glencoe, Minnesota 

Grove City, Minnesota 
Howard Lake, Minnesota 
Hutchinson, Minnesota 
Lester Prairie, Minnesota 
Litchfield, Minnesota 
Norwood, Minnesota 
Prior Lake, Minnesota 
Silver Lake, Minnesota 
Waconia, Minnesota 
Willmar, Minnesota 
Winsted, Minnesota 
Young America, Minnesota 


APPENDIX B 


Brancx Lives, anp Communities Servep By THEM, FAILING 
to Meer Crrrerza Wit Respect To METERING STATION 


Costs 
Ames, Nebraska 
Archer, Iowa 
Calumet, Iowa 


Canistota, South Dakota 


Cedar Bluffs, Nebraska 
Clark, South Dakota 
Conde, South Dakota 


Dawson, Iowa 


Denison, Iowa 
Defiance, Iowa 
Denison, Iowa 
Earling, Iowa 
Elk Horn, Iowa 
Irwin, Iowa 
Kimballton, Iowa 
Manilla, Iowa 
Manning, Iowa 
Marine, Iowa 


Dike, Iowa 
Duncombe, Iowa 
Endicott, Nebraska 
Farmer, South Dakota 


Fertile, Iowa 
Fertile, Iowa 
ITanlontown, Iowa 


Fostoria, Iowa 

Fulton, South Dakota 
Germantown, Iowa 
Tlayward, Minnesota 
Hazel, South Dakota 
Ithaca, Nebraska 
Jamaica, Iowa 
Jefferson, South Dakota 
Macedonia, Iowa 
Mineola, Iowa 


Missouri Valley, Iowa 
Dunlap, Iowa 
Hancock, Iowa 
Logan, Iowa 

Minden, Iowa 
Missouri Valley, lowa 


Neola, Iowa 

Persia, Iowa 
Portsmouth, Iowa 
Shelby, Iowa 
Woodbine, Iowa 
Moneta, Iowa 

New Hartford, Iowa 


Nickerson, Nebraska 


Orange Center, Iowa 


Owasa, Iowa 
Panama, Nebraska 


Panora, Iowa 
Linden, Iowa 
Panora, Iowa 


Pipestone, Minnesota 
Baltic, South Dakota 
Colman, South Dakota 
Colton, South Dakota 


Dell Rapids, South Dakota 
Flandreau, South Dakota 


Thlen, Minnesota 
Jasper, Minnesota 
Pipestone, Minnesota 


Rapidan, Minnesota 
Richland, Nebraska 
Rogers, Nebraska 
Stratford, South Dakota 
Vincent, Iowa 
Worthington, Iowa 
Yale, South Dakota 


Zumbrota, Minnesota 
Pine Island, Minnesota 
Wanamingo, Minnesota 
Zumbrota, Minnesota 
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APPENDIX C 


Brancu Lines, AND COMMUNITIES Servep By THEM, FAILING 
to Meer Crirerta Wiru Respect TO METERING STATION 


anp Brancu Live Costs 


Braham, Minnesota 
Mora, Minnesota 
Ackley, Iowa 
Anita, Iowa 


Adair, Iowa 
Anita, Iowa 


Brayton, Iowa 
Bryant, South Dakota 
Ceylon, Minnesota 


Elmore, Minnesota 
Elmore, Minnesota 
Buffalo Center, Iowa 


Gilbert, Iowa 


Holland, Iowa 
Holland, Iowa 
Allison, Iowa 
Aplington, Iowa 
Bristow, Iowa 
Dumont, Iowa 
Kesley, Iowa 
Parkersburg, Iowa 


Howard, South Dakota 


Kenyon, Minnesota 
Kenyon, Minnesota 
West Concord, Minnesota 


Lawton, Iowa 


Thor, Iowa 


Leshara, Nebraska 
Manchester, Minnesota 


Maquoketa, Iowa 
Maquoketa, Iowa 
Bellevue, Iowa 
Preston, Iowa 
Sabula, Iowa 
Savanna, Illinois 


Merrill, Iowa 
Millard, Nebraska 
Mingo, Iowa 
Newkirk, Iowa 


Onawa, Towa 
Decatur, Nebraska 
Mapleton, Iowa 
Onawa, Iowa 
Castana, Iowa 
Salix, Iowa 

Sloan, Iowa 
Whiting, Iowa 


Sac City, Iowa 
Arthur, Iowa 
Early, Iowa 
Galva, Iowa 
Holstein, Iowa 
Ida Grove, Iowa 
Lytton, Iowa 
Odebolt, Iowa 
Sac City, Iowa 
Schaller, Iowa 


Treynor, Iowa Redfield, South Dakota 
Trimont, Minnesota Doland, South Dakota 
” Frankfort, South Dakota 
Redfield, South Dakota 


APPENDIX D 


Communities INTERVENING WHICH NortHern Has Nor 
AGREED TO SERVE 


Bangor, Wisconsin New Richmond, Wisconsin 
Bancroft, Iowa Sparta, Wisconsin 

Big Lake, Minnesota Titonka, Iowa 

Buffalo, Minnesota Tomah, Wisconsin 

Burt, Iowa Wesley, Iowa 

Lakota, Iowa West Salem, Wisconsin 
Milaca, Minnesota Yale, Iowa 


Monticello, Minnesota 


APPENDIX B 


A copy of Petitioners’ “Joint Application for Rehear- 
ing’’ is not attached to this Petition for Review for the 
reason that you were previously served with a copy of said 
Joint Application for Rehearing on August 27, 1959, by 
PL. Farnand, Esq., one of the attorneys for Petitioner 
Minneapolis Gas Company, as more fully shown by a 
certificate of service on file with the Federal Power Com- 
mission in the proceedings below. 
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APPENDIX C 


UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chair- 
man; Frederick Stueck, William R. Connole, Arthur Kline 
and John B. Hussey. 


In the Matters of 


Docket Nos. G-17485, G-17486 and G-17874 
NorrHern NaturaL Gas Company 


Docket No. G-17487 
Permian Basix Preeitrne Company 


Docket No. G-17626 
Iron Rances NaturaL Gas Company 


Docket No. G-17854 
Ex Paso Narvrat Gas Company 


Docket No. G-18113 
Pures PerroLeum CoMPANY 
Order Denying Application for Rehearing. Denying in Part 


Motion for Reconsideration, and Modifying Order Grant- 
ing Certificates 


(Issued September 18, 1959) 


On August 28, 1959, a joint application for rehearing 
was filed by Council Bluffs Gas Company, Metropolitan 
Utilities District of Omaha and Minneapolis Gas Company 
with respect to our Opinion No, 324 and order of July 31, 
1959, among other things issuing a certificate of public 
convenience and necessity to Northern Natural Gas Com- 
pany to serve communities in six different states in the 
Midwest. On the same date Northwestern Public Service 
Company filed a motion for reconsideration, modification 
and amendment of our opinion and order. 
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In our Opinion No. 324 we granted the certificate to 
Northern only on condition that where its third year 
branch line estimated sales would not produce sufficient 
revenues to meet third year estimated branch line service 
costs, measuring station service costs, and the ‘‘out-of- 
pocket’’ cost of gas, the distributor serving the branch line 
would make a capital contribution to the cost of the 
measuring station, and if necessary, the branch line. We 
also determined rates for Northern’s proposed Zones B 
and ©, granted a certificate to the Iron Ranges Natural 
Gas Company, conditioned in a manner not relevant here, 
and issued certain other certificates and permissions to 
abandon service relating to Northern’s gas supply, a 
matter with which the present filings are not concerned. 

The joint application largely represents an attempt to 
show that the contributions required of distributors pro- 
posed to be served by Northern do not sufficiently meet the 
revenue deficiencies which Northern would incur. On the 
other hand Northwestern’s motion would have it that the 
contributions required are too great for reasons set forth 
in the motion. We may now turn to the contentions made 
in each of these documents, which, in effect, contradict each 
other. 

The joint applicants claim that the contributions re- 
quired will not meet the third year service costs of the 
branch lines and measuring stations involved, represent 
only a minor reduction in Northern’s revenue deficiencies 
and provide nothing towards main-line incremental costs. 
They assert that the branch-line costs employed in the 
opinion did not include an amount for interest and over- 
heads, and used ad valorem taxes that were not up to date 
(by a fraction of a percent). They contend further that 
under the Commission’s formula for determining the 
capital contribution to be made by distributors to the 
measuring station costs certain costs will not be recouped. 
What applicants have failed to do is to appraise fully the 
problems facing the Commission or the principles of regu- 
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lation involved. Large numbers of communities were be- 
fore the Commission attempting to obtain gas service. 
Some of them had been before us a number of times in the 
past. And Northern had applied for permission to service 
these communities. Clearly it is necessary that Northern’s 
financial integrity be maintained, so that we would not be 
justified in permitting service that would endanger this 
financial integrity or throw an undue burden, that would 
ultimately be evinced by higher rates, on communities 
already served. On the other hand, there is no requirement 
that each service rendered by a given utility must produce 
revenues equivalent to the revenues derived from each 
other service. In practice, of course, while a utility is 
entitled to earn a reasonable return on its overall invest- 
ment, certain service will be rendered at less than revenues 
derived from certain other services where revenues are 
greater. 

On the present record it appeared that the estimated 
revenues of many of the proposed branch lines would not 
fully meet the costs of the branch or the measuring stations 
and, of course, not any of the main-line costs. Yet the com- 
munities on them were anxious for gas service and North- 
ern was willing to serve them. To ameliorate in some 
degree the pronounced revenue deficiencies a new method 
was employed of requiring as a condition of the certificate 
granted to Northern that capital contributions be made for 
that portion of the branch lines and metering stations un- 
supported by revenues. In view of the fact that the record 
showed that some of the branch lines proposed to be served 
would produce revenues greater than the cost of service, it 
was not held necessary that the less favorable branch lines 
return full revenues for service, including main-line costs. 
Therefore, utilizing Northern’s presentation of branch-line 
costs and estimating that revenues should equal 20 percent 
of the initial cost of the measuring stations, we required 
that the revenue deficient branch lines make contributions 
to the cost of construction of the measuring stations or the 
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branch lines, or both, where necessary. It is true that we 
stated that upon the basis of these contributions the 
revenues from each of the proposed branch lines would be 
sufficient to cover the branch-line costs and the measuring- 
station costs. This was obviously an approximation only, 
and, in view of the many variables introduced in consider- 
ing market and revenue estimates for a projected period 
of three years any test of feasibility by its very nature, can 
be nothing more than an approximation. Jn any case, we 
do not hesitate to find that the contributions contemplated 
by our Opinion No. 324 will represent a reasonable ameli- 
oration of revenue deficiencies and, taken with the expected 
revenues will enable us to avoid denying service completely 
to the revenue deficient communities. 

Coming more specifically to the contentions made by the 
joint applicants, because of the considerations exercised 
above we find no reason to change our order to take into 
account additional branch-line costs pointed out by appli- 
cants. With respect to measuring-station costs we required 
a capital contribution to the cost of the measuring stations 
in the same proportion that the third year revenues failed 
to equal the 20 percent of the intial cost. The joint appli- 
cants imply that the capital contribution would eliminate 
measuring-station costs applicable to the contribution to 
the extent of return 6.5 percent, Federal income taxes 4.44 
percent and State income taxes 0.18 percent, or 11.12 per- 
cent in all. They have obviously left out depreciation, for 
that part of the measuring station represented by the 
contributions would not be a part of Northern’s rate base 
and would not be subject to depreciation in computing just 
and reasonable rates for Northern. Furthermore, they 
have erroneously assumed that the balance of the 20 per- 
cent represents a revenue deficiency that will not be met 
by the capital contributions. The Commission, while it 
intended to include in the 20 percent an allowance for the 
small item of operating expenses, employed the 20 percent 
figure as a liberal estimate, so that the contributions made, 


would approximately eliminate Northern’s annual meter- 
ing station service costs applicable to the capital contribu- 
tions. 

With respect to main-line costs we are of the opinion that 
under the circumstances of this proceeding it was not 
necessary or desirable to exclude a branch line that did not 
meet mainline costs or to require a contribution to mect 
main-line costs. The joint applicants contend that we 
ignored incremental mainline costs amounting to $59,202,- 
480 or 52 percent of the total construction costs. This 
amount is obviously not the incremental main-line cost of 
any particular branchl ine, however the amount is derived. 
The record does not show incremental main-line costs re- 
sulting from each branch line. In most cases such incre- 
mental costs would be indeterminable or could not be 
assigned to particular branch lines, for Northern would not 
necessarily alter the plans for its main line depending on 
whether a given branch line did or did not take gas. We 
think therefore that joint applicants’ argument as to in- 
cremental main-line costs is fallacious. As we explained in 
Opinion No. 324 failure of a given branch line to mect any 
main-line costs would not cast any burden on present 
customers particularly where many of the new branch lines 
would contribute to such costs. 

In one further respect the joint applicants object to our 
computations of branch-line feasibility. They contend that 
we should not have based our conclusions on annual 
volumes rather than on contract demand. What we did was 
to determine the net revenue available, after meeting the 
cost of gas and branch-line costs, for application to meter- 
ing-station costs and main line costs. This computation 
determined whether a branch-line distributor would have 
to make a capital contribution to Northern. The results of 
this computation are dependent solely upon the revenues 
received and the cost of service. 

The joint applicants object to our method of computa- 
tion of initial rates for Northern’s new Zones B and C, 
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which we based on a computation of Zones 1, 2 and 3 rates, 
retaining an historical shift or ‘‘tilt’’ of costs from the 
commodity to the demand component. The joint appli- 
cants prefer the greater ‘‘tilt’? that Northern has included 
in the rates in its pending applications in Docket Nos. G- 
12153 and G-15335. Since joint applicants are not served 
under the Zone B and C rates, their objection is not proper 
here. In any case, of course, we are not here determining 
the proper level or the ‘‘tilt”’ that should be employed for 
the Zones 1, 2 and 3 rates in the pending proceedings, but 
we shall reserve that consideration for determination in 
the pending rate cases, 

Coming now to the contentions of Northwestern which 
oppose the application of the Commission’s contributions 
formula in its present form, the first objection is that the 
formula is not supported by any presentation on the rec- 
ord, and that Northwestern should be given opportunity 
to present its view as to the propriety of the formula in 
order to obviate a possible denial of due process citing 
Ohio Bell Telephone Co. v. P.U.C., 301 U.S. 292, 300. The 
Bell case held the Commission there involved had denied 
a fair hearing in ordering a refund on the basis of con- 
cealed evidence. To quote Market Street R.Co.v.Comm’n., 
324 U.S. 548, 560, which distinguishes the Bell case, ‘‘Noth- 
ing of that kind occurred in this case. The basis for a 
judgment is here in the record.’ The Commission, in this 
case, was entitled to evolve its own solution for the prob- 
lems presented by the record, and it did so here upon the 
basis of evidence before it. 

Northwestern contends that the formula should have 
been based on fifth year revenues rather than third year 
revenues or alternatively that provision should have been 
made for a refund by Northern to the distribution com- 
panies on the basis of net revenues at the end of the fifth 
year. As noted in our Opinion No. 324, we think the 
fifth year is too remote as a basis of branch-line feasibility 
in view of the necessity of avoiding an undue burden on 
existing customers. Contrary to Northwestern’s further 
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contentions in this connection we did not use fifth year 
costs with third year revenues, and it is not true that 
Northern will receive a windfall by earning a return on 
the amounts contributed by the distributors, for contribu- 
tions in aid of construction would not be included by us 
in the rate base. As to a later refund by Northern we 
see no justification for prolonging this rather complicated 
procedure, since the contributions are in any case ap- 
proximate and plainly fall short of covering the entire 
cost of service, as noted above, including main-line costs. 

Northwestern contends that the Commission employed 
a 6% percent return to compute branch-line costs while it 
used 6 percent to determine proper rates for Northern’s 
new Zones B and C. This approach, it is argued leads to 
an inequitable result. Northwestern is mistaken. In de- 
termining branch-line feasibility the Commission employed 
6Y, percent both for revenues and for costs as the evi- 
dence in the record was on this basis. Since both reve- 
nues and costs were compared on the same basis, no in- 
validity was inherent in the Commission’s method, although 
it used 6 percent for another purpose. 

Northwestern requests that in lieu of making a contribu- 
tion to Northern, the distribution companies at their elec- 
tion should be permitted to construct that portion of the 
facilities from Northern’s main line as will equal the 
amount of any contribution required. In support of this 
request Northwestern points out that a contribution would 
not be included in its rate base, while if it owned the branch 
line or part of it, it would enlarge its rate base on which 
it would be permitted to earn a return. We will grant this 
request, which we assume does not apply to the measuring 
stations. 

Northwestern further requests that the distributors be 
permitted to make their contributions at the commence- 
ment of construction rather than within three months of 
our order, as we have required, providing that they make 
a firm commitment to make a contribution or to construct 
the facilities themselves within the three months speci- 
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fied. This appears to be a reasonable request, and we 
shall amend our order accordingly. 


The Commission further finds: 


The assignments of error and grounds for rehearing con- 
tained in the joint application for rehearing filed by Coun- 
cil Bluffs Gas Company, Mctropolitan Utilities District of 
Omaha, and Minneapolis Gas Company and in the motion 
for reconsideration filed by Northwestern Public Service 
Company set forth no new facts or principles of law which 
were not fully considered by the Commission when it 
adopted its Opinion No. 324 issued July 31, 1959, or which 
having now been considered warrant any change or modi- 
fication of said opinion except as provided below. 


The Commission orders: 


(A) The joint application for rehearing and the motion 
referred to above are hereby denicd except to the extent 
specified below. 


(B) Paragraphs D(ii) and (iii) of our order issued July 
31, 1959, shall be amended to read as follows: 


(ii) Northern shall serve the communities listed in Ap- 
pendix B if the distributor serving the communities 
on the branch line involved, within three months 
of the date of issuance of this order, undertakes in 
writing to make a contribution to the construction 
of the measuring stations on such branch line in 
the same proportion that estimated third year net 
revenues from the branch line fall short of 20 per- 
cent of the estimated initial costs of the measuring 
stations on the branch line. Such contribution shall 
be paid to Northern at the commencement of con- 
struction of the branch line involved. 


Northern shall serve the communities listed in Ap- 
pendix C if the distributor serving the communities 
on the branch line involved, within three months of 
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the date of issuance of this order, enters into a 
firm contract in writing to make a contribution to 
the cost of the construction of the branch line in 
the same proportion that estimated third year net 
revenues from the branch line fall short of the 
estimated annual costs of the branch line, and to 
make a contribution to cover the entire estimated 
initial costs of the measuring stations on the branch 
line. Such contribution shall be paid to Northern 
at the commencement of construction of the branch 
line involved. As an alternative and at its option, 
the distributor may within three months of the 
date of issuance of this order enter into a firm 
contract to construct and maintain that portion of 
the branch line which represents the proportion 
that its annual revenues fall short of the estimated 
annual costs. 


By the Commission. 
/s/ J. HA. Gurriwe 


Joseph H. Gutride, 
Secretary. 


aT 
IN THE UNITED STATES COURT OF APPEALS FOR THE DISTRICT OF 
COLUMBIA CIRCUIT 


No. 15,433 


Murweapouts Gas Company, METROPOLITAN Urmittes Dis- 
trict oF OMAHA, AND Counc, Buurrs Gas CoMPANY, 
Petitioners, 
Vv. 


FrperaL Power ComMIssion, 
Respondent. 


Motion for Leave to Intervene of Northern Natural Gas 
Company 
To tHE HonorABLE JUDGES OF THE Unrrep States Court oF 
APPEALS FOR THE DISTRICT OF Cotumsia Circuit: 


Northern Natural Gas Company (hereinafter referred to 
as Northern) respectfully moves this Honorable Court, 
pursuant to Rule 38, tor leave to intervene in opposition 
to the Petition for Review filed on November 13, 1959 by 
Minneapolis Gas Company, et al. and in support of the 
orders of the Federal Power Commission, of which Peti- 
tioners seek review, issued on July 31, 1959 and September 
18, 1959 in the Commission proceedings entitled: ‘‘In the 
Matters of Northern Natural Gas Company, et al., Docket 
Nos. G-17485, et al.’’ In support of this motion, Northern 
respectfully shows that: 


I. 


Northern Natural Gas Company is a corporation organ- 
ized and existing under the laws of the State of Delaware 
and has its principal place of business at Omaha, Nebraska. 
Northern is engaged in the transportation and sale in in- 
terstate commerce of natural gas for resale and is, there- 
fore, a ‘‘natural gas company’ as that term is used in 
Section 2 of the Natural Gas Act (15 U.S.C. See. 717a). 


By its Opinion No. 324 and accompanying order issued 
July 31, 1959 at Docket Nos. G-17485, et al., the Commis- 
sion granted to Northern a certificate of public convenience 
and necessity authorizing Northern, upon certain conditions 
set forth in the order, to construct and operate various pipe- 
line and measuring facilities for the transportation and 
sale of gas to provide initial natural gas service for 342 
communities. By the order issued September 18, 1959, 
the Commission denied the Joint Application for Rehear- 
ing of its Opinion No. 324 and order issued July 31, 1959 
which was filed by Petitioners. 


Til. 


As shown above, Northern, as the holder of the certifi- 
cate issued by the Commission at Docket Nos. G-17485, 
et al., has a direct and substantial interest in supporting 
expeditious affirmance of the Commission orders chal- 
lenged by Minneapolis Gas Company, et al., which interest 
cannot be adequately represented by any other party. 
Northern would be adversely affected and bound by the 
judgment of the Court should this Court vacate or set 
aside the Commission’s orders of J uly 31, 1959 and Sep- 
tember 18, 1959, as sought by Petitioners, so as to invali- 
date the certificate authority granted by the Commission 
to Northern permitting service to various new communi- 
ties or should the Court remand the proceedings to the 
Commission as requested in the Petition for Review. 


Wuererorr, Northern Natural Gas Company respect- 
fully moves this Honorable Court: 


1. That it be granted the right to intervene as a party 
in this review proceeding. 


2, That it receive notice of all proceedings and be per- 
mitted to file briefs and participate in oral argument 
therein. 


59 


3. That it be permitted to participate in the designation 
of the contents of the printed record on review. 


4. That the time in which Northern is required to file its 
brief in this proceeding be fixed for the same date as that 
of Respondent Federal Power Commission. 


5. That it be afforded such other and further relief as 
the Court may deem just and proper. 


Respectfully submitted, 
Norruern Naturay Gas Company 


By /s/ Justin R. Wor 
Justin R. Wolf, 
Its Attorney. 
Lawrence I. Saaw 
F. Vinson Roacu 
DanzeEL B. O’Brien, JR. 
2223 Dodge Street 
Omaha, Nebraska 


Justix R. WoiF 
Cuares A, CasE, JR. 
Louise C. PowELu 
1625 K Street, N. W. 
Washington 6, D. C. 
Attorneys for Northern Natural Gas Company 


Dated at Washington, D. C., this 23rd day of November, 
1959. 
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IN THE UNITED STATES COURT OF APPEALS FOR THE DISTRICT OF 
COLUMBIA CIRCUIT 


No. 15,433 


Mixneapous Gas Company, Merropouiran Uriiries Dis- 
TRIcT oF OMaHA, AND Councit Biurrs Gas Company, 
Petitioners, 
v. 


FeperaL Power ComMISSION, 
Respondent. 


Motion of Minnesota Valley Natural Gas Company for Leave to 
Intervene 
To THE HoNoRABLE JUDGES OF THE Unirep States Court oF 
APPEALS FOR THE District oF CoLumBia CiRcvIT: 


Minnesota Valley Natural Gas Company (Minnesota 
Valley) respectfully moves this Honorable Court, pursu- 
ant to Rule 38, for leave to intervene in opposition to the 
petition for review filed on November 13, 1959 by the pe- 
titioners named in the title hereof and in support of the 
orders of the Federal Power Commission issued on July 
31, 1959 and September 18, 1959 in the Commission pro- 
ceedings entitled: ‘‘In the Matters of Northern Natural 
Gas Company, et al., Docket Nos. G-17485, et al.”’ 

In support of this motion, movant respectfully avers 
that: 

L 


Minnesota Valley is a corporation duly organized and 
existing under the laws of the State of Minnesota with 
its principal office at St. Peter, in said State. Minnesota 
Valley presently owns and operates under franchise nat- 
ural gas distribution systems in 22 Minnesota communi- 
ties. Movant further avers that all of the natural gas 
distributed by it is purchased from Northern Natural Gas 
Company (Northern Natural) the applicant in the pro- 
ceedings before the Federal Power Commission at Docket 
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Nos. G-17485, et al. Minnesota Valley further avers that 
it participated in said proceedings before the Commission 
and sought a supply of gas from Northern for distribution 
in 24 other communities in Minnesota. 


II. 


By its Opinion No. 324 and accompanying order issued 
July 31, 1959 at Docket Nos. G-17485, et al., the Commis- 
sion granted to Northern Natural a certificate of public 
convenience and necessity authorizing it to construct and 
operate various pipeline and measuring facilities for the 
transportation and sale of gas to provide initial natural 
gas service for 342 communities, including 24 new com- 
munities wherein movant holds franchises, and for which 
an allocation of gas was made by respondent. 


TI. 


Minnesota Valley avers that by virtue of the Commis- 
sion’s Opinion No. 324 and related orders issued in the 
proceedings at Docket Nos. G-17485, et al., which are the 
subject of the instant review, movant has a direct and sub- 
stantial economic interest in supporting the Commission’s 
orders attached herein by Minneapolis Gas Company, Met- 
ropolitan Utilities District of Omaha and Council Bluffs 
Gas Company, petitioners, which cannot be adequately rep- 
resented by any other party. By reason of the premises 
Minnesota Valley would be adversely affected by the judg- 
ment of this Court if it should vacate or set aside the 
Commission’s orders of July 31, 1959 and September 18, 
1959 as sought by petitioners. 


Wuererore, Minnesota Valley Natural Gas Company 
respectfully moves this Honorable Court to: 


(1) grant it the right to intervene as a party in this 
review proceeding and to receive notice of all proceedings ; 


(2) permit it to file briefs and participate in oral argu- 
ment herein; 
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(3) permit it to participate in the designation of the 
contents of the printed record on review; 


(4) fix the time in which Minnesota Valley is required 
to file its brief in this proceeding as the same date as that 
of the Respondent, Federal Power Commission; and 


(5) grant movant such other and further relief as the 
Court may deem just and proper. 


Respectfully submitted, 
Mrxwesora VALLEY NaruraL Gas Company 


By/s/ Joun W. Scorr 
John W. Scott, 
Joun W. Scort, Ese. Its Attorney. 
Louis L. Da Pra, Ese. 
1323 Wyatt Building 
Washington 5, D. C. 
Attorneys for Minnesota Valley Natural Gas 
Company 


Dated at Washington, D. C., this 27th day of November, 
1959. 


IN THE UNITED STATES COURT OF APPEALS FOR THE DISTRICT OF 
COLUMBIA CIRCUIT 


Mrxweapouis Gas Company, Metropouitan Uriuities Dts- 
TRICT OF OMaHa, AND CounciL Biurrs Gas Company, 
Petitioners, 
v. 


FEeperaL Powrr Commission, 
Respondent. 


Motion for Leave to Intervene of the State of Minnesota 


To THE HonoraBLeE JUDGES OF THE Unirep States Court oF 
APPEALS FOR THE District oF CoLuMBIA CIRCVIT: 


The State of Minnesota respectfully moves this Honor- 
able Court, pursuant to Rule 38, for leave to intervene in 
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opposition to the Petition for Review filed on November 13, 
1959 by Minneapolis Gas Company, et al. and in support of 
the Orders of the Federal Power Commission, of which 
petitioners seek review, issued on July 31, 1959 and Sep- 
tember 18, 1959, in the Commission proceedings entitled: 
“Tn the Matters of Northern Natural Gas Company, et al., 
Docket Nos. G-17485, et al.”’ 

In support of its motion, the State of Minnesota respect- 
fully states: 

I. 


The State of Minnesota is one of the sovereign states of 
the United States, and that the Northern Natural Gas 
Company is presently the sole supplier of natural gas 
therein. That the State of Minnesota, because of its inter- 
est in this proceeding filed its Petition for Intervention 
and was permitted to intervene by an Order of the Federal 
Power Commission. 


II. 


By its Opinion No. 324 and accompanying Order issued 
July 31, 1959 at Docket Nos. G-17485, et al., the Commission 
granted to Northern a certificate of public convenience and 
necessity authorizing Northern, upon certain conditions 
set forth in the Order, to construct and operate various 
pipeline and measuring facilities for the transportation 
and sale of gas to provide initial natural gas service for 
342 communities, 133 of which are in the State of Minne- 
sota. By the Order issued September 18, 1959, the Com- 
mission denied the Joint Application for Rehearing of its 
Opinion No. 324 and Order issued July 31, 1959, which was 
filed by petitioners. 


Til. 


The State of Minnesota has a substantial interest in 
supporting the Orders of the Federal Power Commission, 
here challenged by the Minneapolis Gas Company, et al., 
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which interest cannot be adequately represented by any 
other party. 


Wuenerore, the State of Minnesota respectfully prays: 


1. That it be granted the right to intervene as a party in 
this proceeding. 


2. That it receive notice of all proceedings and be per- 
mitted to file briefs and participate in oral argument 
therein. 


3. That the time in which the State of Minnesota is re- 
quired to file its brief in this proceeding be fixed for the 
same date as that of respondent Federal Power Commis- 
sion. 

4. That it be afforded such other and further relief as 
the Court may deem just and proper. 


Respectfully submitted, 
Tue Strate oF MINNESOTA 


By Mmes Lorp 
Attorney General 


Rosert W. Mattson 
Deputy Attorney General 


Harrop J. SoDERBERG 
Assistant Attorney General 
102 State Capitol 
Saint Paul 1, Minnesota 


Dated at Saint Paul, Minnesota, this 4th day of January, 
1960. 
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IN THE UNITED STATES COURT OF APPEALS FOR THE DISTRICT OF 
COLUMBIA CIRCUIT 


No. 15433 


Mruvwearouts Gas Company, MerropoviTaNn Urmities Dts- 
rrict OF OMAHA, AND Councr, BLuFFs Gas Company, 
Petitioners, 
v. 


FeperaL PowEer ComMISSION, 
Respondent. 


Joint Motion of Iowa Public Service Company, lowa Power and 
Light Company, and Northwestern Public Service Company 
for Leave to Intervene 

To THE HonoraBLE JUDGES OF THE Unrrep States Court OF 
AppEALS FOR THE District oF CoLuMBIA Crecuit: 


Come now Iowa Pustic SERVICE Company (‘‘Iowa Public 
Service’), Iowa Powrr AND Licut Company (‘‘Iowa 
Power’’), and NorTHWESTERN Pusiic SERVICE CoMPANY 
(‘‘Northwestern’’), hereinafter collectively called “Joint 
Movants’’, and pursuant to Rule 38(f) of this Honorable 
Court, jointly move this Court for leave to intervene in the 
above-captioned case in opposition to the Petition for 
Review and request to be made parties hereto in support of 
the Order sought to be reviewed, with the right to be heard 
upon brief and in oral argument and otherwise to partici- 
pate fully as parties. In support thereof, Joint Movants 
respectfully show this Court as follows: 


I. 


Iowa Public Service is an Towa corporation having its 
principal office in Siowx City, Towa, and is a publie utility 
company engaged in the production, transmission, distribn- 
tion, and sale of electrical energy, and the purchase, distri- 
bution, and sale of liquified petroleum or natural gas in 
certain cities and towns located in the western and north- 
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central part of the State of Iowa, in the State of South 
Dakota near the Iowa-South Dakota state line, and in the 
State of Nebraska near the Iowa-South Dakota-Nebraska 
state lines. 

Iowa Power is an Iowa corporation having its principal 
office in Des Moines, Iowa, and is a public utility company 
engaged in the production, transmission, distribution, and 
sale of electrical energy, and the production, purchase, dis- 
tribution, and sale of manufactured or natural gas in cer- 
tain cities and towns located in the central and southwest- 
ern part of the State of Iowa. 

Northwestern is a Delaware corporation having its 
general offices in the City of Huron, South Dakota, and is 
a combination public utility company engaged in the pro- 
duction, transmission, distribution, and sale of electrical 
energy, and the production, purchase, distribution and sale 
of manufactured or natural gas in, among other places, 
certain cities and towns located in east-central South 
Dakota. 

i. 


Joint Movants purchase from Northern Natural Gas 
Company (‘‘Northern’’) natural gas which they distribute 
in their service areas, referred to above, for resale to the 
consuming public. All rates and charges made by Northern 
to Joint Movants are subject to the jurisdiction of the 
Federal Power Commission (the ‘‘Commission’’). 


III. 


By its Opinion No. 324 and accompanying Order issued 
July 31, 1959, in Docket Nos. G-17485, et al., the Commis- 
sion granted to Northern a certificate of public convenience 
and necessity authorizing Northern, upon certain condi- 
tions set forth in such Order, to construct and operate 
certain pipeline and measuring facilities for the trans- 
portation and sale of gas to provide initial natural gas 
service for some 342 communities, among which were 52 
communities authorized to be served by Jowa Public 
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Service, 16 communities by lowa Power, and 13 communi- 
ties by Northwestern. By Order issued September 18, 
1959, the Commission denied the joint application for re- 
hearing of the said Opinion and Order, which application 
was filed by Petitioners herein. Joint Movants were inter- 
venors in the proceedings before the Commission leading 
up to the aforesaid Order and participated actively in such 
proceedings at the hearings, upon brief, and in oral argu- 
ment. 
Iv. 


Accordingly, Joint Movants have a real and substantial 
interest in supporting expeditious affirmance of the Com- 
mission’s Order sought to be reviewed, for, if this Honor- 
able Court should vacate or set aside such Order so as to 
invalidate the certificate therein granted or so as to remand 
the proceedings to the Commission as requested by Peti- 
tioners, Joint Movants and the consuming public that they 
serve will be adversely affected inasmuch as Joint Movants 
would then be unable to render initial natural gas service, 
on the terms and conditions set forth in the Commission’s 
Order, to any of the communities authorized to be served 
in the said Order. Joint Movants’ interests, moreover, may 
not be adequately represented by the existing parties 
hereto. 


Wuererore, Joint Movants respectfully move that this 
Honorable Court: 


(1) Grant them the right to intervene as parties in the 
above-captioned case, to receive notice of all proceedings, 
and to file briefs and participate in oral argument herein; 


(2) Fix the time for filing briefs of Joint Movants at the 
same time as that fixed for the filing of briefs by Re- 
spondent ; 
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(3) Grant to Joint Movants such other and further relief 
as the Court may deem just and proper. 


Respectfully submitted, 


Towa Pustic Service Company 
Towa Power anp LicHt Company 
NorrHwEstTeRN Pusuic Service CoMPANY 


By /s/ Roserr S. Hunt 
Robert S. Hunt, 
One of the Attorneys for Joint 
Movants 


Vernon Myers and J. F. Kinney 
Orpheum Electric Building 
Sioux City 2, Iowa 
Attorneys for Iowa Public Service 
Company 


Husert C. Jones 
Evans, Duncan, Jones, Hucues & Rey 


Equitable Building 
Des Moines, Iowa 
Attorneys for Iowa Power and Light 


Company 
Miuzrow H. Conen and Rosert 8. Hunt 
DanisrreaM, Scuirr, Harvry, Warre & 
DorscHEL 
231 South LaSalle Street 
Chicago 4, Illinois 
Attorneys for Northwestern Public Service 
Company 
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IN THE UNITED STATES COURT OF APPEALS FOR THE DISTRICT OF 
COLUMBIA crecuit 


No. 15,433 


Mrnweapotis Gas CoMPANy, Merrorourran UTILITIES Dis- 
rrict OF OMAHA, AND CouncrL Biurrs Gas CoMPANY, 
Petitioners, 
v. 


Frpera, Power CoMMISSION, 
Respondent. 


Motion for Leave to Intervene of Willmar Gas Company. 
Incorporat 
To rHE HonoRABLE, THE Cuzer JupGE AND ASSOCIATE JUDGES 
or THE Unite STATES Court or APPEALS FOR THE Dis- 
rrict oF COLUMBIA Crcuit: 


Willmar Gas Company, Incorporated (hereinafter re- 
ferred to as Willmar) respectfully moves this Honorable 
Court, pursuant to Rule 38, for leave to intervene in oppo- 
sition to the Petition for Review filed on November 13, 
1959, by Minneapolis Gas Company, et al., and in support 
of the orders of the Federal Power Commission, of which 
Petitioners seek review, which orders of which Commission 
were issued on July 31, 1959, and September 18, 1959, in 
the Commission proceedings entitled: In the Matters of 
Northern Natural Gas Company, et al., Docket Nos. 
G-17485, et al. 

In support of this motion, Wilmar respectfully shows 
and states that: 

I. 


Willmar Gas Company, Incorporated, is a corporation 
organized, created and existing under and by virtue of the 
laws of the State of Minnesota, having its principal place 
of business in the City of Willmar, Kandiyohi County, 
Minnesota. Willmar is engaged in the distribution and 
sale, presently, of so-called Liquid Petroleum Gas, pri- 
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marily at retail, which distribution is carried on in and 
about the immediate confines of the City of Willmar, 
Minnesota. 

II. 


By its Opinion No. 324 and accompanying order issued 
July 31, 1959 at Docket Nos. G-17485, et al., the Commis- 
sion granted to Northern Natural Gas Company (herein- 
after referred to as Northern), a so-called ‘‘Natural Gas 
Company”? as that term is used in Section 2 of the Natural 
Gas Act (15 U.S.C. Sec. 717a), a certificate of public con- 
venience and necessity authorizing Northern, upon certain 
conditions set forth in the said order, to construct and 
operate various pipeline and measuring facilities for the 
transportation and sale of gas to provide initial natural 
gas service for 342 communities, among them being Will- 
mar, Minnesota, the community primarily served by 
Willmar Gas Company, as above set forth. By the order 
issued September 18, 1959, the Commission denied the 


Joint Application for Rehearing of its Opinion No. 324, 
and order issued July 31, 1959, which was filed by Peti- 
tioners. 


TI. 


That Willmar Gas Company, Incorporated, holds a valid 
and subsisting Franchise issued by the Municipal Council 
of the City of Willmar, Minnesota, authorizing and en- 
abling it to distribute gas in and about the said City of 
Willmar to its patrons and customers; that Willmar has 
indicated to Northern that it will purchase from Northern, 
from its pipeline authorized by the Commission order of 
July 31, 1959, certain amounts of Natural Gas for distribu- 
tion into and about the said City of Willmar, Minnesota, 
thereby bringing Natural Gas service to said community 
for the first time. 


Iv. 


As shown above, Willmar has a direct and substantial 
interest in supporting expeditious affirmance of the Com- 
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mission orders challenged by Minneapolis Gas Company, 
et al., which interest cannot be adequately represented by 
any other party; that Willmar would be adversely affected 
and bound by the judgment of the Court should this Court 
vacate or set aside the Commission’s orders of July 31, 
1959 and September 18, 1959, as sought by Petitioners, so 
as to invalidate the certificate authority granted by the 
Commission to Northern permitting service to various 
other new communities and Willmar, or should the Court 
remand the proceedings to the Commission as requested in 
the Petition for Review. 


WnrererorE, Willmar Gas Company, Incorporated, re- 
spectfully moves this Honorable Court: 


1. That it be granted the right to intervene as a party 
in this review proceeding. 


2. That it receive notice of all proceedings and be per- 
mitted to file briefs and participate in oral argument 
therein. 


3. That it be permitted to participate in the designation 
of the record on review. 


4, That it be permitted to file its brief on whatever date 
Respondent’s brief may be due. 


5. That it be afforded such other and further relief as to 
this Court may seem just, reasonable and proper. 


Respectfully submitted, 


/s/ Bryce Rea, JR. 
Bryce Rea, Jr., 
1329 E Street, N. W., 
Washington, D. C. 
One of Counsel For Willmar Gas 
Company, Incorporated 


Of Counsel: 


Warrmss & Rea 
919 Munsey Building 
Washington 4, D. C. 


Tom E. Davis, Esquire 

Davis & GusraFson 
Bonde Building 
Willmar, Minnesota 


Filed: January 19, 1960. 


[Filed December 23, 1959] 


IN THE UNITED STATES COURT OF APPEALS FOR THE DISTRICT OF 
COLUMBIA CIRCUIT 


No. 15433 


To roe HonoraBLe JUDGES OF THE Unrrep States Court oF 
APPEALS FOR THE District oF CotumBia Circuit: 
Mriywneapouis Gas Company, Merropouitan Urimities Dts- 
TRICT OF OmMaHA, AND Counciy Buurrs Gas Company, 
Petitioners, 
v. 


FeperaL Power Commission, 
Respondent. 


Before: Bazelon, Acting Chief Judge, in Chambers. 
Order With Respect to Briefs, Joint Appendix, and Related 
Procedures 


Upon consideration of the joint motion of the parties 
to the above proceeding, the Court orders as follows: 


a. Any party to this case may join with any other party 
or parties in filing a single brief. 


b. Dates for filing briefs followed by printed joint ap- 
pendix, and for tentative designations, agreement on and 
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filing the portions of record to be printed in the joint ap- 
pendix are as follows (any intervenor objecting to the 
¥.P.C. order complained of in the petition to be deemed 
a petitioner and any intervenor supporting that order to be 
deemed a respondent for the present purposes) : 


January 5, 1960—Petitioners’ brief to be delivered in 
typewritten form to all other parties. 


January 11, 1960—Petitioners’ brief to be served and 
filed. 


January 18, 1960—Petitioners’ tentative designations to 
be served on all other parties. 


February 23, 1960—Respondents’ briefs to be served on 
all other parties and filed and tenta- 
tive additional designations by FPC 
to be served on all other parties. 


February 26, 1960—Tentative additional designations by 
respondents other than FPC to be 
served on all other parties. 


March 14, 1960—Petitioners’ reply brief to be served 
and filed and petitioners’ final desig- 
nations to be served on all other par- 
ties. 

March 18, 1960—Final informal agreement to be 
reached on the portions of the record 
to be printed in the Joint Appendix. 


March 28, 1960—Printed Joint Appendix to be served 
and filed. 


c. In the briefs citations shall be made to the record as 
certified to this Court (e.g., ‘‘R. 000’’) instead of to the 
pages of the printed joint appendix; and the joint appendix 
shall be printed in accordance with the Rules of this Court 
except as follows: 
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The page numbers of the record as certified to this 
Court to be printed in bold-faced type in the center of 
the page, interrupting the text type at the precise 
points where each new certified record page begins; 

Running heads to be printed in bold-faced type at 
the outer top corner of each page of the joint appendix 
to indicate the first and last record pages, any part of 
which appears on the respective left and right page of 
each facing pair of joint appendix pages; 


The usual numerical pagination of the joint appen- 
dix to be printed in modern (i.e., light-faced) type in 
the center of each joint appendix page, either at the 
bottom or the top. All omissions from the record as 
certified shall be indicated by asterisks. Where por- 
tions of testimony are printed, the name of the wit- 
ness and examining counsel shall be printed at the 
head. Where any part of an exhibit or other docu- 
ment is printed, its number or letter, and description, 
as shown in the certification of the record, shall be 
printed at the head. All portions of the record shall 
be printed in the sequence in which they are paginated 
in the certification of the record. 


d. Counsel for all parties shall severally and jointly 
endeavor to keep the size of the joint appendix to the 
minimum. Only such portions of the certified record shall 
be designated and printed in the joint appendix as have 
been cited in briefing and are necessary for the Court to 
read in order to resolve controverted issues. The final 
informal agreement on designations is to permit (1) minor 
adjustments and corrections not affecting the substance 
of the tentative designations; (2) withdrawals of parts of 
previous designations as consented to by all other parties; 
(3) supplementary designations to fairly provide the con- 
text for, or correct prejudicial omissions in, final desig- 
nations by a petitioner where no written citation other 
than those already appearing in the briefs is substantially 
needed to lead the Court thereto, or where counsel making 
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the supplemental citation state in writing their intention 
to supply the Court with citation thereto in their oral 
argument, and such supplemental designations otherwise 
satisfy the first two sentences of this paragraph. All 
designations shall be made by line and page of the be- 
ginning and ending of each portion. 


e. Petitioners shall initially pay for the printing of the 
joint appendix (including all of the incremental cost of all 
portions, by whomever designated, of the additional 40 
copies hereinafter referred to) dividing the net unreim- 
bursed cost thereof with any intervenors aligned with it, 
if and as they shall agree. Reimbursement shall be made 
by other parties, except the Federal Power Commission, 
for their respective pro rata costs of printing (except 
such 40 copies) the portions such parties designate which 
have not previously been designated by petitioners or the 
Federal Power Commission. 


f. Six copies of each brief, joint appendix, or any printed 
motion or other printed pleading, and three copies of 
every other motion, designation, or pleading shall be served 
on every party to this case, service to be made by air mail 
where the use of air mail will save time in the usual course 
of the mails. Forty extra copies incremental cost of 
printing such additional copies for any subsequent pro- 
ceedings in the Supreme Court in these matters. 


g. The Clark is directed to calendar the case for oral 
argument as soon after March 28, 1960 as the business 
of the Court will conveniently permit. 


h. After the briefs have been filed, the parties will pre- 
pare and file an amendment to this order which amend- 
ment will deal with the questions to be presented for de- 
cision. If the parties agree on a statement of the ques- 
tions, they will so say. If the parties are unable to agree 
on such a statement the petitioners may state the questions 
as they see them and the respondent in its turn as it sees 
them. Such statement of the questions may be as then 
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are stated in the respective briefs, or may be a revision 
of such statement prepared in the light of other briefs. 
When the amendment thus required has been filed, it will, 
if approved by the Court, become part of this order. 


i. In the event of any disagreement arising herefrom 
the Court may, upon motion, resolve the same in accord- 
ance with the terms hereof, the applicable rules of the 
Court not in conflict herewith, and principles of law and 
equity. 

Dated: December 31, 1959. 


17 
(142) 


64 
Opening Statement on Behalf of the Federal Power 
Commission by Richard C. Steffey 


* * * * * * * * * * 


When this proceeding has been completed, the staff will 
find it necessary to make certain recommendations regard- 
ing the applications under consideration. The staff and 
the other parties will no doubt find their tasks facilitated 
if Northern will include as part of its evidence data showing 
the following: 1. The impact upon Northern’s existing sys- 
tem of the service proposed in Docket No. 17485. 

That is, service to Duluth and Superior and the other 
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37 communities involved in that docket. 

2, The impact upon Northern’s existing system of serv- 
ice to Iron Ranges Natural Gas Company, apart from the 
other proposals in Docket No. G-17486 ; and 

3. The impact upon Northern’s existing system of all 
other services proposed in Docket No. G-17486 when con- 
sidered separated from the contemplated sales to Iron 
Ranges Natural Gas Company. 

In presenting information about these various markets, 
it is especially desirable that the data be given as to 
individual communities or groups of communities. For 
example, all those proposed to be served from the same 
lateral. 


° . * ° ° 


Leslie Ward, Jr.. 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


(142) 


Direct Examination 
By Mr. Case: 


Q. Will you state your name and address. A. Leslie M. 
Ward, Jr., 2223 Dodge Street, Omaha, Nebraska. 

Q. Are you employed by Northern Natural Gas Com- 
pany? A. Yes, I am. 

Q. What is your position with Northern Natural Gas 
Company? A. Senior Engineer. 


° * * * 


Q. Mr. Ward, before proceeding to the next exhibit, will 
you please summarize the additional compressor and pipe- 
line facilities proposed by Northern in this application at 
Docket No. G-17485? A. The total facilities, including the 
third year main line system requirements, are as follows: 
66.1 miles of 30 inch main line loops, 6,000 horsepower, 


at existing main line stations, 72.7 miles of 24 inch and 
97.8 miles of 
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20-inch main line extension from Farmington to Duluth- 
Superior area, and approximately 139 miles of lateral or 
branch lines, size 2 inches through 16 inches, to serve the 
39 additional communities. 


* * * * * 


156 
By Mr. Farnand: 


Q. Mr. Ward, are you familiar with the fact that there 
have been discussions between the officials of the Minneap- 
olis Gas Company and Northern Natural Gas Company with 
reference to an increase in the facilities on your Elk River 
line and on your Coon Rapids line and the establishment 
of a town border station near your presently proposed 
Coon Rapids town border station for the purpose of ena- 
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bling Northern to deliver to Minneapolis approximately 
9 million cubic fect per hour at a new town border station 
to be located at the northerly end of the present distribu- 
tion system of Minneapolis? A. Yes. 

Q. Will you now turn to page 6 of tab 3 of Exhibit 5. 

This page 6 shows the branch line from the Duluth line 
extending in a westerly direction to Elk River, Minnesota, 
is that not true? A. Yes. 

Q. And it further shows that for the first twenty miles of 
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that Elk River line, you presently proposed a 12-inch pipe? 
A. That is correct. 

Q. And extending southerly from the end of the 12-inch 
pipe is a line to Coon Rapids consisting of 4.1 miles of 
10-inch and 8.5 miles of 8-inch, is that right? A. Yes, sir. 

Q. Now, the sections of these new proposed lines that 
I have just described are the sections, are they not, that 
would require an increase in the pipe size in order to make 
the delivery to Minneapolis at the proposed new town 
border station? A. That is correct. 

Q. Will you please explain now what increases would 
be necessary in each of the sections of the presently de- 
signed pipe in order to deliver the 2 million feet an hour 
to Minneapolis at the new town border station? <A. It 
would require changing—starting at the Duluth, Minne- 
sota line extension take-off, the 20.0 miles of 12-inch to 
90-inch and then the branch line extension to Coon Rapids, 
the 4.1 miles of 10-inch and the 2.5 miles of 8-inch should 
also be changed to 20-inch to make this delivery. 

Q. Now, in addition to that, a new town border station 
would have to be erected in order to make this delivery to 
Minneapolis, is that right? A. That is right, sir. 


158 


Q. Now, you have said that it would require changing 
the first 20 miles of 12-inch to a 20-inch line and the next 
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6.6 miles going down to Coon Rapids will take a 20-inch 
line. A. Yes, sir. 

Q. And the building of a town border station at that 
new proposed site? A. That is right. 

Q. Now, state whether or not there would be required 
any other addition to or change in the proposed facilities 
that you have described. A. No. That is the only change 
that would be involved, the 20-inch line change. 


° ° * * ° * 


Mr. Farnand: Mr. Examiner, I should like at this time 
to have marked for identification an exhibit consisting of 
one sheet bearing the legend ‘‘Distribution Area of Minne- 
apolis Gas Co, Showing Proposed Location of New Town 
Border Station,’’ bearing date of April 17, 1959. 

Presiding Examiner: It will be so marked. 

Mr. Farnand: What is that, now? 

Presiding Examiner: No. 15. 


(The document referred to was marked for identification 
as Exhibit No. 15.) 


By Mr. Farnand: 


Q. Showing you now, Mr. Ward, what has been marked 
for identification as Exhibit No. 15, you will note at the 
top side of that map in the area designated ‘‘Coon Rapids 
Village’’ a little square with an arrow pointing to it and 
with the words ‘‘Proposed TBS.’’ <A. Yes. 

Q. Now, it is at that point that Northern would propose 
to build the new town border station for the delivery that 
we have described to the Minneapolis Gas Company, is 
that not correct? A. That is correct, sir. 


* * * * * * * 
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174 
Ralph Den 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mrs. Powell: 


Q. Will you please state your name and address. A. 
Ralph Den, 2223 Dodge Street, Omaha, Nebraska. 

Q. Mr. Den, are you employed by Northern Natural Gas 
Company? A. I am. 

Q. What is your position with Northern Natural Gas 
Company? A. I am senior engineer in charge of the 
general engineering section of the Engineering Department 
of Northern Natural Gas Company. 


184 
By Mr. Farnand: 


Q. Mr. Den, will you please refer to Exhibit 5, Tab 3, 
page 6. I will ask you first if you were in the room when 
Mr. Ward testified this morning? A. I was, 

Q. And you heard him testify, did you not, as to the 
increase in the pipe size that would be required on the 
Elk River line and on the Coon Rapids line in order to 
deliver the 2,000 Mef per hour to Minneapolis Gas Com- 
pany at a proposed new town border station? A. That is 
right. 


s * * * * * 
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Q. Now, have you made computations, Mr. Den, so that 
we would know what the increased cost would be over the 
cost that you have just testified to, if these facilities were 
increased and the town border station erected as has been 
referred to? 


$2 
(185) 

Have you made those? A. Yes, I have. 

Q. Will you tell us first what the overall total increase 
would be for the increase of the pipeline size and the build- 
ing of the town border station? A. It would be $704,000, 
over and above the costs outlined in Docket G-17485. 


203 
W. V. Hultquist 


was called as a witness and, after being first duly sworn, 
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was examined and testified as follows: 
Direct Examination 
By Mr. Roach: 


Q. Will you please state your name and address for the 
record? A. Winston V. Hultquist, 2223 Dodge Street, 
Omaha, Nebraska. 


° * s * * * ° * s * 


Also in June of 1949 I was employed by Northern Natural 


Gas Company 


* e * 


On lines 10, 20, and 30 the return has been calculated at 
614 per cent of the adjusted rate base. <A rate of return 
of 6% per cent is being used because it is the rate claimed 
by Northern in its latest rate filing with the Commission 
in Docket G-15335. Such return appears on lines 10, 20 
and 30. 
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By Mr. John McGrath: 

Q. Mr. Hultquist, could you tell us what the present 
status is of Docket G-15335? You mentioned it in your 
testimony. A. The present status is that the revenues 
requested and rates requested in Docket 15335 are presently 
being collected under bond. 

Q. As of when? 

Mr. Roach: Mr. Examiner, it is public information. 
It is November 27, 1958. 


* * * * * * * 
253 
Ernest B. Blease 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Roach: 

Mr. Blease, will you please state your full name and 
address for the record? A. Ernest B. Blease, 2223 Dodge 
Street, Omaha, Nebraska. 

Q. What is your position that you now hold with North- 
ern Natural Gas Company and Permian Basin Pipeline 
Company? A. Iam Director of the Rate, Budget and Re- 
search Department of Northern Natural Gas Company. 

. ° * * * * . * * ° 
304 
James E. Moylan 
was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 
Direct Examination 
By Mr. O’Brien: 

Q. Would you state your name, address and occupation, 

please? A. James E. Moylan, 2223 Dodge Street, Omaha, 
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Nebraska. I am the manager of marketing for Northern 
Natural Gas Company and Permian Basin Pipeline 
Company. 


Q. Mr. Knoblock, will you please state your full name 
and address for the reporter? A. Kenneth Knoblock, 
Chicago, Illinois. 

Q. And what is your profession, Mr. Knoblock? A. I 
am a consulting gas engineer associated with Consolidated 
Gas and Service Company of Chicago. 

s * * . * *. * 
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A. The City of Duluth operates a manufactured gas 
distribution system consisting of welded and screwed steel 
high pressure mains and cast iron low pressure mains, The 


City purchases coke oven gas from Interlake Iron Cor- 
poration and manufactures a certain amount of gas in its 
own gas manufacturing plant. 


* * * ° * * * . e 


394 
E, Clifford Mork 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


s Sd * . * * * 


Direct Examination 


395 
By Mr. Bell: 


Q. Now, Mayor, will you please first give your full 
name to the reporter for the record? A. E. Clifford Mork. 

Q. And you are Mayor of the City of Duluth? A. Yes, 
IT am. 
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398 


Presiding Examiner: He said he just campaigned on it. 
I think that is the trial by fire. 


By Mr. Bell: 


Q. As a matter of fact, Mayor Mork, you have in the 
past been on the School Board in the City of Duluth? A. 
Yes, sir, 8 years. 

Q. You have lived in Duluth how long? A. All my life, 
I was born there. 

Q. You have followed the struggle for natural gas during 
the last five or six years? A. The last 30 years. 


. . * * * * ° * e e 
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Q. Now, Mayor, I have only one more question, and 
that is, whether or not the City of Duluth is urgently in 
need of a supply of natural gas before the next heating 
season? A. Yes. Duluth continues to be in critical need 
of natural gas, and at the earliest possible moment. We 
now have only about one-halve of our former supply of 
coke oven gas, and last year the city lost $113,000 operating 
its catalytic reforming type plant, which is intended to 
provide standby and peak shaving facilities for natural 
eas. The city can’t continue to operate that plant on a 
stop-gas basis, we have to have natural gas soon to furnish 
anything like the gas service which Duluth needs and which 
our people and industries have a right to expect. 


* * * * * * * * * * 
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Kevin J, Forderbrugen 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


* e * * s * * * * * 
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423 
Direct Examination 
By Mr. Porter: 


Q. Mr. Forderbrugen, will you please state your name 
and address, your occupation, and briefly outline your 
qualifications which qualify you to appear here as a witness 
to speak on the matters which you will present? A. My 
name is Kevin J. Forderbrugen. My address is 137 East 
8th Street, St. Paul, Minnesota. And I am the vice presi- 
dent and general manager of Iron Ranges Natural Gas 
Company. 


Q. Has your work in this connection brought you into 
repeated contacts with the city and village officials and 
the residents in these communities? A. Yes, they have. 
I have visited with the officials in these communities many 
times and also some of the larger expected customers. 

Q. What evidence have you found as to the local interest 
in natural gas service? A. There every evidence of a 
strong desire and demand for natural gas service. In fact, 
Tron Ranges has been subjected to constant pressure to 
speed the day when the natural gas service will become 
available to them and its 
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franchises have been permitted to remain in effect only by 
reason of assurances which Iron Ranges has been able to 
give them that the proceedings necessary to get natural 
gas service appeared to be reaching a conclusion. It has 
been necessary for us to give such assurances repeatedly 
throughout the proceedings before this Commission during 
the last three or four years. 
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The demands upon us for gas service by these communi- 
ties has always been strong and are constantly becoming 
more and more urgent. 


* * * * * 


448 
Lloyd R. Sharp 


was called as a witness and having been first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mrs. Powell: 


Q. Will you state your name and address for the record, 
please? A. Lloyd R. Sharp, 223 Dodge Street, Omaha, 
Nebraska. 

Q. By what company are you employed? A. Peoples 
Natural Gas Division of Northern Natural Gas Company. 


W. F. Spurrier 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


* * * *. * * * 
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Direct Examination 


By Mr. Willis: 


Q. Will you state your full name and address? A. W. F. 
Spurrier, 2075 North Lexington Avenue, St. Paul, Minne- 
sota. 

Q. By whom are you employed and in what capacity? 


88 
(578) 


578 


A. By North Central Public Service and the Donovan 
Construction Company as comptroller and an officer of 
the Company. 


Q. Do you know of the desire for natural gas service 
in these communities? A. Indeed I do—both from conver- 
sations with citizens in the towns as well as from letters 
from the various residents. 

Q. What is the desire of these citizens for gas? A. There 
is a great demand and desire for gas in each of the 
communities. 

Q. Mr. Spurrier, has North Central previously sought 
an allocation of gas for any of the communities it is pro- 
posing in this proceeding? A. Yes, we have. 

Q. Will you please explain. A. In March 1953 North 
Central Public Service Company or its predecessor inter- 
vened in Docket G-2063 on behalf of Anoka, Champlin and 
Elk River, Minnesota. We participated in all of the hear- 
ings in that Docket, but the Commission in its Opinion No. 
268 indicated a decision on gas service to those com- 
munities should be reserved for future proceedings. We 
also intervened in Midwestern Gas Transmission Company 
Docket No. G-9451 and Northern Natural Gas Company, 
Docket G-2399 and 12241 in behalf of Anoka, Champlin, 
Elk River and Spring Lake Park, Minnesota. 


642 
Lester J. Eck 
was called as a witness and, after being first duly sworn, 
643 


was examined and testified as follows: 


Direct Examination 
By Mr. Farnand: 


Q. Will you please state your name and address, please? 
A. Lester J. Eck, 739 Marquette Avenue, Minneapolis, 
Minnesota. 

Q. And what is your present occupation, Mr. Eck? A. 
Vice president, engineering and planning. 

Q. For whom? A. Minneapolis Gas Company. 


° * * * * * * 
647 


Q. Now, has the Minneapolis Gas Company in its peti- 
tion in intervention in this docket G-17485 requested the 
Commission to condition any certificate that may be issued 
contingent upon Northern agreeing to install facilities on 
the Elk River line and on the Coon Rapids line, running 
south from the Elk River line to a point near the 
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present northerly part of the distribution system of Minne- 
apolis Gas Company, and to establish a new town border 
station at that point, so that Northern will be able to 
deliver a supply of gas to Minneapolis at such new town 
border station to be located at said northerly portion of 
the present distribution system? A. Yes, it has. We 
desire that the Commission condition any certificate that 
may be issued in Docket G-17485 contingent upon Northern 
agreeing to install facilities on the Elk River line, and on 
the tap line running south from the Elk River line into 
Coon Rapids to a point near the present northerly part 
of the distribution system of Minneapolis Gas Company 
and contingent upon Northern agreeing to erect a town 
border station at that point to enable to deliver a supply 
of gas to Minneapolis at such town border station. 

We are also requesting that the delivery of such gas at 
such new town border station be made within the terms 
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and conditions and the price contained in the eurrently 
effective service agreement for CD rate schedules, as the 
same exists between Northern and Minneapolis. In this 
connection Minneapolis Gas is not requesting any increase 
in its contract demand volume with Northern in this 
docket. So that in the event the new town border station 
is authorized, the deliveries to be made from such new 
station will be within 
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the effective contract demand volume as it exists in the 
service agreement for CD rate schedule. 

At the suggestion of Northern’s officials, Minneapolis 
has agreed that the delivery of gas through the new town 
border station is to be made primarily in the months from 
November 1 to April 1. This is, of course, for the purpose 
of assuring a supply for our distribution system for the 
benefits of the firm customers only. Northern has agreed 
that if operating conditions during the summer months 
on the main line extending from Farmington to Duluth 
are such that they can deliver additional volumes of gas 
to Minneapolis at the new town border station in the 
summer months. It will do so in the event Minneapolis 
may possibly need a supply in those months, 

Mr. Farnand: Mr. Examiner, there is presently on file 
with the Federal Power Commission the last effective 
town border service agreement, being the service agree- 
ment for the CD rate schedules between Minneapolis and 
Northern Natural Gas Company which became effective 
on October 27, 1957, and which listed a contract demand 
volume for Minneapolis Gas Company of 262,000 Mef. 

I should like to have that document identified as an item 
and made a part of the record in this proceeding. 

Presiding Examiner: There has been no identification 
of item, therefore, this would be Item A. 
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Mr. Farnand: Thank you, Mr. Examiner. 
Presiding Examiner: And it will be so identified. 


(The document referred to, was identified as Item A by 
reference.) 


Presiding Examiner: Is there any objection to the in- 
corporation by reference of the service agreement, as I 
suppose you could call it? 

You are not putting in the entire schedule, are you? 

Mr. Farnand: No, just our service agreement. 

Mr. John McGrath: What was the date on that, Mr, 
Farnand? 

Mr. Farnand: October 27, 1957. 

Mr. John McGrath: Thank you. 

Presiding Examiner: Hearing no objection, the Item is 
incorporated by reference, and admitted into evidence. 


(The document referred to, previously identified as Item 
A by reference, was received in evidence.) 


Mr. John McGrath: I am wondering if we could have 
copies of that made available to the parties, Mr. Farnand? 

Mr. Farnand: Yes, Mr. McGrath. 

Mr. John McGrath: Thank you. 

Mr. Farnand: You are welcome. 


By Mr. Farnand: 


Q. Mr. Eck, I hand you herewith what has been hereto- 
fore marked for identification Exhibit No. 15. It will 
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ask you whether or not this exhibit was prepared by you 
or under your direct supervision and direction? A. It was. 

Q. Now, will you please explain what this exhibit pur- 
ports to show? A. This is a map which shows the general 
distribution area that is presently being served by the 
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Minneapolis Gas Company, consisting of the metropolitan 
area of the City of Minneapolis, and 23 suburban com- 
munities which are adjacent to or near the city. You will 
note that at the bottom portion of the map there is shown 
the 16-inch line running from the Cedar Avenue station to 
the Minnesota River, at which point gas delivered through 
this line is taken by the Minneapolis Gas Company. 

There are also shown the three lines extending from the 
Portland Avenue town border station to the Minnesota 
River through which said three lines gas is also delivered 
to the Minneapolis by Northern. As has heretofore been 
pointed out, these four lines have existed since 1952, and 
there have been no enlargement of delivery facilities since 
that time. 

There is also shown on this map the location of the 
94-inch line in the distribution system of the company. It 
will be noted that the line runs northerly through the 
suburban area and thence easterly through the suburban 
area across 
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the Mississippi River in the Village of Friedly. It will 
also be noted that there is a dotted line extending from 
that point northerly into the Village of Coons Rapids to 
a point where it is indicated the new town border station 
for delivery to Minneapolis will be located. The shady 
area of the map is the present distribution area of Minne- 
apolis Gas Company. 

From the point where the Minneapolis Gas takes gas 
from Northern into its 24-inch line, that line extends a 
distance of approximately 31 miles. 

Q. Mr. Eck, in your opinion do the facts which you 
have given here in the record so far indicate the necessity 
for the establishment of a town border station to be located 
at the northern end of the distribution system of Minne- 
apolis Gas Company? A. These facts emphasize the neces- 
sity for a town border station to be located at the northerly 
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end of the distribution system of the company. It is antici- 
pated that in the general area where the 24-inch line ex- 
tends, and in particular in the northern half thereof, there 
will be in the future continuing growth of new homes, 
and a major portion of the growth in the distribution area 
will be in that general north half of the distribution system. 
This is an added reason why, for the safety and health and 
welfare of firm customers and their families, it is essential 
that a new supply be 
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delivered to Minneapolis at the north end of its system. 

Q. State whether or not in the conferences had between 
you and other officials of Minneapolis, and the officials of 
Northern, there was a discussion with reference to the cost 
of the facilities; and the matter of a contribution to be made 
by Minneapolis to Northern for such increased costs that 
would result from the establishment of the town border 
station? A. Minneapolis Gas Company agreed with North- 
ern Natural officials to contribute $81,000, which was esti- 
mated to be the cost of the new town border station, and 
about $60,000 in addition to contribute to the cost of the in- 
creased diameter of the pipe necessary to carry gas to 
the station. 

In addition to that, Minneapolis has agreed to extend its 
94-inch line from its present northerly point approximately 
five miles at its own expense, which involves approximately 
$400,000. 

In addition to the foregoing, Minneapolis Gas also pro- 
poses to construct a line in a southerly direction from the 
end in Friedly a distance of 4.4 miles to connect with the 
lines from the south. 

This operation will assure further safety for the firm 
customers, and flexibility of operation of distribution. 


* * * * * * * * * * 
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Q. Will you now state the overall difference between 
your annual sales as shown in Exhibit 13 and the annual 
sales as shown in the customer exhibits? A. Yes, sir. On 
page 4 of this Exhibit 48 it shows that the gas utilities 
customers have estimated that their sales volumes would 
be 965,436 Mef over and above what Northern has indicated 
in Exhibit No. 13. 

On page No. 6— 

Q. May I interrupt there, Mr. Moylan. Is that for the 
first year of service? A. Yes, that is for the first year of 
service. 

On page No. 6 of Exhibit 48 for the second year of serv- 
ice it indicates that the gas utilities request to buy 
861,018 Mef less than Northern has estimated in Exhibit 
No. 13. And on page 8, for the third year of service it 
indicated that the gas utilities estimate 3,874,397 Mef of 
sales less than Northern shows in Exhibit No. 13. 

Q. Now, that you have given us the totals, Mr. Moylan 
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will you please point out the principal differences in both 
contract demand and annual sales with respect to particu- 
lar customers for the third year. A. From pages 1 and 2 
of Exhibit No. 48, the principal differences—I might preface 
this by saying that I have analyzed the third year to get 
the overall impact on Northern—the principal differences 
occur in the City of Duluth, where in the third year they 
have requested 1,524 Mfe in addition to what we have pro- 
posed, and for the North Central Public Service Company, 
where they have estimated 1,018 Mef more than we have 
proposed. 

As far as the contract demand volumes, in addition 
to that it is Northern States Power Company, where they 
estimate they will require 630 Mef more than Northern is 
proposing, 
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In my estimation, I believe that those are the principal 
differences in the contract demand volumes. 

Q. Now, will you please state the principal differences 
with respect to the annual volumes? A. Set forth on 
pages 7 and 8 of this Exhibit No. 48 are shown the dif- 
ferences by utility and by community for the annual sales 
volumes estimated in Exhibit No, 13, and the utilities 
exhibits. 

The principal differences are shown for the City of 
Duluth, where Mr. Knoblock has estimated his sales to be 
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3,157,240 Mef less than Northern’s estimate. 

For the Iron Ranges Natural Gas Company, Mr. Forder- 
brugen’s estimate is 244,040 Mef less than Northern’s. 

In North Central Public Service Company a difference 
of 162,291 on the plus side is indicated as the difference. 

For Northwest Gas and Power Company, Mr. Forder- 
brugen’s estimate there is 752,707 Mef less than Northern’s 
estimate in Exhibit No. 13. 

And finally, under the People’s Natural Gas Division, 
Mr. Sharpe’s estimate indicates that he expects to sell 
179,399 Mef more than Northern has set forth in Exhibit 
No. 13. 

Q. Now, Mr. Moylan, can you explain why these differ- 
ences in contract demand oceur as you have pointed out? 
A. The differences in the contract demand occur in a 
difference estimated by the gas utility customers between 
two of their estimates. In preparing the volumes requested 
in Docket No. 17485 and embodied in Exhibit No. 13, we 
have taken the contract demand volumes requested to be 
purchased by the gas utilities in Docket No. G-12241. Had 
the gas utility been certificated for these communities in 
the latter part of 1958, these would be the contract demand 
volumes that they presently would be purchasing. 

So it was our assumption, that in preparing Exhibit No. 
13 and in filing Docket No. G-17485, that the gas utilities 


96 
(970) 


were willing to purchase these volumes that they had set 
forth 


971 
in their exhibits in that proceeding. 


James E, Moylan 
resumed the stand and testified further as follows: 
Further Direct Examination—resumed 
By Mr. O’Brien: 


Q. Mr. Moylan, at the conclusion of yesterday’s pro- 
ceedings had you finished with your explanation with re- 
spect to Northwest Gas and Power Company. A. Yes, 
sir, I believe I had. 

Q. Will you now continue, please? A. Referring to Ex- 
hibit No. 48, the next item I would like to cover is on page 
7, under the third year of service, the difference between 
Northern’s Exhibit No. 13 and Iron Ranges Natural Gas 
Company’s Exhibit No, 19. 

I think it should be noted on this page 7 of Exhibit 48 
that there are two figures shown there. One of them repre- 
sents the differences between what Mr. Forderbrugen 
shows as sales in his exhibit, and the other representing 
the difference between his gas purchased. It was impossible 
for me to break down the gas purchased or the use and 
unaccounted for by community, so that it is put in there 
as an additional item in order to tie back to his purchases, 
estimated purchases from Northern. 
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I think that the principal difference between Mr. Forder- 
brugen’s estimate in Exhibit 19 and the estimate that we 
have used in Exhibit No. 13 is that we have included ap- 


97 
(995) 


proximately 123,000 Mef in Exhibit No. 13 for estimated 
sales to the Moose Lake State Hospital. Mr. Forder- 
brugen stated at transcript No. 432 and other pages that 
he had not included this customer, but did believe that he 
could get it by 1960. 

Therefore, the principal difference is that Mr. Forder- 
brugen took a conservative approach to it and did not 
inelude the sale to the State Hospital, although he stated 
he believed it could be made. 

The next principal difference is set forth on page 8 of 
Exhibit No. 48, the difference between Northern and the 
Peoples Natural Gas Division estimates made by Mr. Sharp. 
In looking at the third column on page 8 of Exhibit 48 
you see that the two major differences are in Mora, Minne- 
sota, and the Minnesota Mining and Manufacturing Com- 
pany. In the Mora, Minnesota, estimate Mr. Sharp has in- 
cluded a sale under Tab C on lines 1 and 2 to the Farmers’ 
Cooperative Creamery in Mora, Minnesota. The estimated 
sales to this consumer were not included in Exhibit 13, 
and I have not at the present time determined whether that 
was left out in error, or that in the field survey the cus- 
tomer was just not contacted by the marketing organization 
of Northern. 

On Minnesota Mining and Manvfacturing Mr. Sharp 
shows 

995 
360,000 Mef of sales to that consumer, and we have shown 
245,200. Mr. Sharp informed me that he had gotten the 
recent estimate of their increased fuel requirements within 
the last few weeks, and of course, Exhibit No. 13 was pre- 
pared prior to that time. So these two account for the 
major differences between Northern and the Peoples Divi- 
sion in that particular exhibit. 

The last major item of difference between Northern and 
the gas distributors comes under the North Central Public 
Service Company shown at page 7 of Exhibit No. 48. In 
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reviewing Exhibit No. 28 of Mr. Spurrier’s, I find that 
he had included the conversion of propane heating cus- 
tomers presently in existence in Coon Rapids, which is 
the community where the major difference is, and indicates 
complete conversion of those number of consumers. 

I would like to point out that I think perhaps the differ- 
ence overall in, say, Coon Rapids and Lexington and 
Blaine and Circle Pines is brought about by the fact that 
these communities are suburbs and contiguous to St. Paul 
and Minneapolis, and that the growth of these two major 
twin citeis directly affects these communities to the north. 

It comes down basically to the fact that if you build 
a home on one street or build it two miles down the road 
on another street, it would make a difference between two or 
three different towns. So that principally up there in that 
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area, since they are the growth communities for the Twin 
Cities, the basic difference is that we have estimated 
growth in one particular community, and Mr. Spurrier has 
shown it in another, and the gentleman from Barnard and 
Burk may have shown it in another community. 

So that actually these are just contiguous areas of the 
Twin Cities, and they could be switching between one 
community and another, it is all adjacent. 

I believe that completes the explanation of the major 
differences in the gas distributors’ estimates and those 
shown by Northern in Exhibit No. 13. 

Q. Does that conclude your explanation with respect 
to the principal differences, Mr. Moylan? A. Yes, sir. 


* * * * * * * * * e 
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Mr. Case: However, Mr. Examiner, Exhibit 49 shows 
that the maximum impact on the feasibility of the project, 
if it were assumed that the distributing companies’ esti- 
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mates both of contract demand and annual sales were 
correct and accepted in this proceeding. 


* * * * * * 


1012 
By Mr. Case: 


Q. Mr. Blease, will you state those rates of adjustment, 
the rate of return adjustments? A. Line 17 shows that 
for the first year the adjustment in the rate of return is 
.03 per cent, or 3/100; for 
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the second year, .01 per cent; and for the third year, a 
decrease of .01 per cent. When these adjustments are 
added or subtracted, as the case may be, from the rate of 
return initially shown on Exhibit 9, which is shown here 
at line 18, it results in an adjusted rate of return shown 
on line 19. 


*. ° * * * * * ” *. * 

Q. Now, Mr. Blease, in the light of the reconciliation of 
annual sales made by Mr. Moylan, where he assumes that 
Northern’s estimate of annual sales are correct, have you 
computed the effect upon Northern’s revenues and related 
items of cost and expenses that would occur solely from 
substituting the distributing companies’ estimates of con- 
tract demand for those appearing on page 5 of Exhibit 13? 
A. Yes, I have. 

Q. Now, does Exhibit 50 set forth these computations 
for the third year of operation? A. It does. 

Q. Now, will you explain the nature and basis of the 
adjustments made both in respect to revenues and various 
items of related cost and expenses which result from merely 
changing the contract demand volumes appearing in Ex- 
hibit 13? 
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A. Exhibit No. 50 shows the difference in contract demand 
at line 1 as reflected on Exhibit 48, page 2, of 4,156 Mef 
per day. Mr. Moylan also stated that if he had used those 
figures in his contract demand, he would have increased 
his sales, his annual sales, to reflect such increase in con- 
tract demand at about a 30 per cent load factor. 

Line 2 shows the increase in annual sales at a 30 per cent 
load factor to be 454,992 Mef. Using these two figures 
as a starting point, the revenues computed, the revenue 
changes are computed, at lines 5 and 6 by multiplying the 
contract demand volumes by $3.81 cents per Mef per month, 
and the annual volumes by 23.4 cents per Mef, showing a 
total revenue adjustment at line 7. 

This would have occasioned a change in the gas pur- 
chases. This gas purchase adjustment is shown from lines 
8 through 10 by taking the volumes of gas shown on line 3, 
again multiplying it by 109.5 per cent, to derive the addi- 
tional gas required for line loss and use, and multiplying 
that revised volume by 16.16 cents per Mef, which is the 
average purchase gas cost shown in Exhibit No. 9. 

The amount of such gas purchase cost is shown on line 10. 

The net adjustment before income taxes which are the 
revenues that are applicable to gas purchase costs are 
shown on line 11. An income tax adjustment is figured 
against 
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that net change in cost at line 12 by multiplying such net 
change by 52.62 per cent as previously explained in con- 
nection with Exhibit 49, resulting in the net utility income 
adjustment shown on line 13, which is the net adjustment 
before income taxes, minus the income tax adjustment 
shown on line 12. This net utility income again is the 
return earned. 

Line 14 shows the net utility income before adjustment 
originally reflected in Exhibit No, 9. Adding the adjust- 
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ment there to shows the adjusted net utility income on 
line 15 the rate base in Exhibit No. 9 is shown on line 16. 
Tt has used as a divisor or to divide the change in return 
shown on line 13 to result in an adjustment to the rate of 
return shown on line 17 of .04 per cent. That change 
has been added to the return initially shown in Exhibit 
No. 9 for the third year of operation of 6.94 per cent, 
making the adjusted rate of return shown on line 19 of 
6.98 per cent. 

Q. So that is it fair to state, Mr. Blease, that on the 
basis of the reconciliation made by Mr. Moylan in the 
annual sales, and accepting the customer distribution com- 
panies’ estimates of increase contract demand, that the 
net result on the feasibility showing of Northern is to 
inerease the rate of return that Northern would obtain? 
A. That is correct. 


Ralph E. Den 


was recalled as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Cross-Examination 
By Mrs. Powell: 


Q. Will you state your name, please? A. Ralph E. Den. 

Q. Are you the same Mr. Den who testified previously 
in this hearing with respect to Docket No. G-17485?2 A. 
] am. 

Q. I now direct your attention to Exhibit No. 54 for 
identification. Was this exhibit prepared under your direc- 
tion and supervision? A. It was. 

Q. Will you briefly describe the contents of Exhibit No. 
54 for identification? A. Exhibit No. 54 is comprised of an 
index and 13 pages. The exhibit reflects the estimated 
costs to install facilities required to provide natural gas 
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service to 286 new communities located in the States of 
Towa, Nebraska, South Dakota, Minnesota, Wisconsin, and 
Illinois, and the Lansing Power Plant near Lansing, Iowa, 
for the first three years of operation. 

The primary facilities that are required for the first 
year are, 138.1 miles of 24-inch and 30-inch diameter 
main line 
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loops; 29,400 horsepower addition to the present system 
including two new compressor stations located near Water- 
loo, Iowa, and Farmington, Minnesota; 46 miles of 20-inch 
diameter main line extensions from the Duluth area to the 
Tron Ranges; 1,767.2 miles of branch line comprised of 
9-inch through 16-inch diameter pipe; and 258 sales measur- 
ing stations. 

The facilities required for the second year of service 
are 28.8 miles of 30-inch diameter main line loops, and 6,000 
horsepower addition, involving two of our present com- 
pressor stations. 

The facilities required the third year are 24.5 miles of 
30-inch diameter main line loop, and 10,000 horsepower 
addition, involving three of our present compressor sta- 
tions. 

Q. Will you now explain page 1 of Exhibit 547 A. Page 
1 is a summary of the estimated cost of the 286 new com- 
munity projects broken down into the main components 
of the construction program for each of the first three 
years. 

The total estimated cost for the facilities required for 
the first year 1s $64,872,200. The interests and overheads 
of 4 per cent have been applied where applicable to the 
total plant costs for the first year. 


. * . * ° * ° e s 
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By Mr. Steffey: 


° * * 


Q. The application indicated that the second and third 
year facilities as proposed in Docket No. G-17485 would 
all be constructed in the first year of the facilities proposed 
in Docket No, G-17486, is that still the case with the way 
you have these estimates arranged here? A. These esti- 
mnates reflect the same loop lines which are shown in 
the second and third year of Docket G-17485. 

However, if both dockets were certificated, and construc- 
tion went forward at the same time, the four loop lines 
which are shown in this exhibit would be eliminated. 

In other words, they are duplicated, the facilities in 
Docket G-17485, second and third year are duplicated in 
the first year of Docket G-17486. 


*. * * * * * ° 


Q. Mr. Moylan, do you have any changes to make on 
these pages? A. Yes, sir, on page 5 of this exhibit under 
the heading ‘‘Peoples Natural Gas Division’’ are shown 
the names of Monterey and Triumph, Minnesota. Since 
the preparation of these applications and this exhibit, these 
communities have been consolidated in one and renamed 
Trimont, Minnesota. The volumes of sales and contract 
demands for Trimont are the sums of the volumes shown 
under Triumph and Monterey throughout this exhibit. 


* * * * * * * 


Q. Mr. Moylan, what are the principal differences be- 
tween the contract demand and annual sales volumes shown 
in Exhibit 62 and the contract demand and annual sales 
indicated by the customers? A. The principal differences 
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fall in three of the proposed gas utility customers. The 
first is Iowa Power and Light Company, who request the 
elimination of proposed service to Pacific Junction, Iowa. 
I have been notified that natural gas service is being sought 
for this community from another pipeline company. 
The second is the Tron Ranges Natural Gas Company, 
who have informed us that they do not desire to purchase 
gas for resale to the Erie Mining Company in Minnesota. 
Erie Mining Company was proposed to be served off of the 
Iron Junction delivery point in the Mesabi Range. And the 
third is the Minnesota Natural Gas Company, who have 
notified us that they do not desire to distribute gas in 
the communities of Brewster, Butterfield, Heron Lake, 
Okabena, and Round Lake, all in the State of Minnesota. 


. * ° * * ° 


L. L. Hockett 
was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 
Direct Examination 
By Mr. Hansen: 
Q. State your name, address, and present occupation. 
A. My name is L. L. Hockett. I live in Manilla, Towa, and 
am retired at the present time. 


Q. What official connection do you have with the town 
of Manilla, Iowa? A. I am the town Mayor. 


Q. What is the need for natural gas in Manilla? A. We 
are in an area in which natural gas service is being made. 
Harlan, Iowa, is some 18 miles to the southwest. Carroll, 
Towa, is to the northeast and Audubon, Iowa, to the south- 
east, and they are all purchasing from the Northern Natural 
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Gas Company. Denison, Iowa, is being proposed for natural 
gas service in the present hearing. 

We operate in a type of territory the same as towns I 
have just named, and because of their close location to us 
we are competitors for the farm people who build homes 
in town and other persons considering our town as a home, 
but we are the victims of this competition of gas in these 
other towns, which people want. 
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I would say that the need for gas and desire for gas 
would be the same in Manilla as other similar towns in the 
general area who now have natural gas. We need natural 
gas as another fuel because coal is no longer used very 
much in our locality and our fuel oil and bottle gas is 
trucked into the town. 

This becomes a problem when one considers that our 
winters are severe and we always seen to get enough snow 
and ice to block the highways for travel for a period of 
time each season. 

We need natural gas as a cheaper sourse of fuel for our 
business, schools, and municipal power plant. We feel 
that we know many people are installing LP gas tanks 
on their premises thinking that in a very short period of 
time they will have natural gas but until natural gas is 
made available to the town it becomes very cluttered and 
the population of these tanks might even become a potential 
safety hazard. 

Q. What is the desire for natural gas in Manilla? A. At 
the election the vote was 445 votes for natural gas, and 
12 votes against gas; in my daily contact with the people 
T am asked ‘‘When will we get the gas system’’? Since 
this vote on gas, all new homes, buildings, and wherever 
new heating plants are installed, LP gas is used so that 
the quick conversion to natural gas can be made. 

Others are delaying improving of their heating system 
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until the issue of gas is determined. Our local municipal 
light plant installed another engine which is already 
equipped to burn natural gas. 


* * ° * * * *. * s 


Q. What has been your findings as to the market for 
natural gas service to the commercial and business insti- 
tutions in your town? A. Natural gas has been so thor- 
oughly discussed by the people of the community over the 
past five years so that there is no element of surprise in 
the possibility of its use and any objection to it being 
introduced into the town would have been well developed 
before this. The public school system will be a large user 
and become a customer as soon as gas is available; the 
railroad will use natural gas as soon as it is available and 
has so indicated. And I am 
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told in a general way that the municipal light plant will 
use as much natural gas for generating fuel as it can. 
All our churches want gas and will become customers. And 
with very exceptions every business establishment up 
and down the streets of our town wants gas and have told 
us they will become customers. 


1400 
Cross-Examination 
By Mr. John McGrath: 


Q. Mr. Hockett, in your last statement you said price 
is a relative thing, so any increase won’t make any differ- 
ence. 

What do you mean by that? A. Well, I think we are 
used to price fluctuations, and prices are continually rising 
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in other fields, and I believe they are the same in gas, and 
if there was a slight rise in gas I don’t believe it would be 
any more than anything else. 

Q. You mean if gas is more expensive than the other 
fuels being used that the people in Manilla, Iowa, will 
expend larger sums to convert to natural gas? A. Well, 
I don’t believe that gas is apt to get higher than the fuels 
they are using. 

Q. In other words, you didn’t mean when you used the 
term ‘‘relative’’ that it was going to be higher than any 
other fuels? A. No. 


4° * * 


H. F. Grelck 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 


By Mr. Hansen: 


Q. State your name, address, and present occupation. 
A. My name is H. F. Grelek, I live in Manning, Iowa, and 
by occupation am a carpenter and builder. 

Q. What official connection do you have with the town 
of Manning, Iowa? A. I am a member of the Town Council. 


* * * * * * * * 


Q. What is the need of natural gas in Manning? A. We 
are in the center of about twenty six square miles, with 
Carroll, Iowa, to the northeast, Coon Rapids, Iowa, directly 
twenty three miles east, Audubon, Iowa to the southeast, 
Harlan. Iowa, to the southwest, and Denison, Iowa, to the 
northwest. All of these towns with the exception of Deni- 
son, Jowa, have gas, and it is proposed for natural gas 
service in this hearing. Manning is practically surrounded 
by towns now using natural gas. 
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Our town competes with the named communities for the 
residential patronage of farmers within the trade territory 
when they are ready to retire, and towns with gas have a 
competitive advantage and are more attractive to live in, 
and we feel we are being victims of an unfair competition 
from the gas standpoint in relation to these towns. 

I would say that the need for gas and desire for gas in 
Manning is the same as towns of similar size in the same 
general area near us now served with gas. Coal is no 
longer a factor in our town as a substantial source of fuel. 
Because 
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of this fact less attention is paid to supplying the local 
market with coal resulting in people actually being foreed 
to other fuels so that LP gas and furnace fuel are major 
sources for heating. The fuels that we use are transported 
into the town usually over highways and because of bad 


weather in Iowa, each year we have many days when trucks 
cannot haul coal during the winter. We have industrial 
people in our town who feel so strongly about this that 
they have already abandoned the use of coal and are 
equipping themselves for and are using LP gas in volumes 
against the day that they will be able to buy natural gas 
from a pipeline distribution. We are getting an ever in- 
creasing population of 300-500 and 1,000 gallon storage 
tanks for LP gas and this of itself finally approaches 
the point of becoming a hazard. We have a blood drying 
operation in our town operated by the Pacific Adhesive 
Company which is a new processing activity in the corn 
and livestock area and they have equipped the plant for 
the burning of LP gas and are constantly inquiring as 
to the progress of the efforts to secure natural gas in the 
community which will give them a lower fuel cost and 
enable them to maintain their competitive position. 

Q. What is the desire for natural gas in Manning? A. 
At the election, the vote was 671 for natural gas, 22 against. 
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In my daily contacts, 1 am constantly asked, ‘‘When will we 
get our gas system?”’ Since this vote, all 
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new heating plants, whether in new homes or existing 
homes are almost without exception LP gas furnaces in 
anticipation of quick conversion to natural gas. 

Our new municipal building, our new fire station, and 
the new clinic building all are equipped to use only LP 
gas for fuel. 

Q. If you held an election today what would be the vote? 
A. The same. 

Q. Have you had any contact with the large users of 
gas for industrial purposes as well as the business estab- 
lishments in your town so that you can state their present 
attitude on the natural gas question? A. Yes. 

Q. What are your findings? A. Natural gas has been 
so thoroughly discussed by the people of the community 
over the past five years so that there is no element of sur- 
prise about the possibility of its use and any objection 
to it being used would have been well developed a long 
time ago. We have had five years in which to debate 
the question. The Manning Creamery Company will be 
a large user and it will become a customer as soon as gas 
is available. Dultmeier Manufacturing Company wants 
was as does the Pacific Adhesive Company, the public 
school system wants gas, the local hospital wants gas, all 
our churches want gas and will 
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become customers. The business establishments up and 
down the streets of our town without exception want gas 
and will become users. The municipal light plant is not 
a large user of fuel at this time but have assured the town 
that studies will be made to convert to the use of natural 
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gas in its operation whenever that becomes financially eco- 
nomical to do. 


. * * * * 


1518 
John Devries 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Schultz: 


Q. Would you give your name, occupation and address 
to the reporter? A. My name is John DeVries. I am a 
merchant and my 


1521 


address is Graettinger, Iowa. 
Q. Are you a duly elected, qualified and acting official of 
your town? A. Yes, I am. 


* * * 


Q. In your day-to-day contact with the people of your 
town what can you tell us about their desire for natural 
gas service? A. For the past 20 years our town has had 
a normal growth. If we are to continue growing and 
attracting industries it is absolutely essential that we 
have natural gas. The Town Council, commercial and civic 
organizations all agree that we must add natural gas to 
our adequate power and water supplies if we are to survive 
and grow in competition with our neighboring communities. 


* . ° * * * * * sd * 
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Q. In addition to your election, what other expressions 
have been given by the people of your community regarding 
their need and desire for natural gas service? A. Many 
have written letters to the town council urging them to do 
everything possible to obtain a supply of natural gas at 
the earliest possible moment. Representative letters are 
reproduced in the exihibit and appear on page 21 through 
38. 

Q. Have these people expressed their willingness to 
convert their present heating systems to gas and are they 
aware of the proposed retail rate? 
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A. Yes, we have given publicity to both of these matters. 
The residents of Graettinger desire natural gas because 
of its dependability, efficiency and cleanliness. They are, 
of course, interested in as cheap a rate as possible, but 
as long as the rate makes the cost comparable with other 
fuels, they feel that the advantages of gas over other 
types of fuel make it desirable to have gas. They also know 
that the wholesale rates are fixed by the Federal Power 
Commission and have every confidence that their rates will 
be protected against any attempted abuse by the supplier. 


* sd * * * * 


R. G. Wilson 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Schultz: 


Q. Would you give your name and address to the reporter. 
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A. R. G. Wilson, West Bend, Iowa. 

Q. And what is your occupation? A. Hardware dealer. 

Q. Are you a duly elected and qualified and acting official 
of your town? A. I am a member of the town council. 
s * ° * * * s a se ° 

Q. Has your town participated in any other dockets 
before this Commission in its attempt to obtain an alloca- 
tion of natural gas? A. Yes. We were granted inter- 
vention and participated in all the proceedings in Docket 
No. G-12241, and Docket No. G-2306, et al. In all these 
dockets the town placed a complete case into the record, 
filed written briefs and arguments and participated in oral 
arguments. 

Q. Have you been sent here again by your town to be 
a witness for them in their continued efforts to obtain 
natural gas service? A. Yes. The need of our community 
for natural gas service is greater than ever, and although 
we have spent five 
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years and much effort and money, we intervene in this 
docket hoping that this time we will be successful. Our 
citizens have little understanding of the complications of 
these hearings, they simply say, Northern has the gas, 
Northern wants to serve us, why can’t we do business. 


* * * * * * * * s 


Q. And what other expressions from the people have the 
council received that they want gas service and are willing 
to use it? A. In a small town we have the opportunity 
daily of visiting with our neighbors. Natural gas service 
has been a constant topic since we began our efforts in 
1954. Some have written letters to the council, and we 
have included a few of those in our exhibit beginning on 
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page 19. We realize that the price of wholesale gas has 
increased, as has most other things, but we are willing to 
pay this additional price because of its dependability, effi- 
ciency, and cleanliness. With the wholesale price under 
the regulation of the Federal Power Commission, and the 
retail price under the control of our town council, our people 
have no fear of abuses. 


* * * * Ld 


By Mr. Schultz: 


Q. Would you give your name and address to the re- 
porter? A. Wilbur Roeber, Whittemore, Towa. 

Q. What is your occupation? A. I am a general con- 
tractor. 

Q. And are you an official of the Town of Whittemore, 
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Iowa? A. I am a member of the town council. 
* * * * * * * * *. * 

Q. And has your town participated in any other dockets 
before this Commission in its attempt to obtain an allo- 
cation of natural gas? A. Yes. We were granted inter- 
vention and participated in all the proceedings in Docket 
No. G-12241, and Docket No. G-2306, et al. 

In all of these dockets the town placed a complete case 
into the record, filed written briefs and arguments, and 
participated in the oral arguments. 

Q. Have you been sent here again by your town to be 
a witness for them in their continued effort to obtain 
natural gas service? A. Yes. The need of our community 
for natural gas service is greater than ever, with the light 
plant and various industries growing, and all they have 
spent five years and much money, we intervened in this 
docket hoping that we would get gas at this time. 
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Our citizens have little understanding of the complica- 
tions of these hearings, and they simply say, ‘‘ Northern has 
the gas and wants to serve us, why can’t we have it?” 


° * * * * * e 


Q. Now, what expressions have you had from the people 
of your city, and has the council received, that they want 
gas service and are willing to use it. A. In a small town 
we have an opportunity daily of visiting with our neighbors, 
especially in my line of business. 
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About 90 per cent of the homes built today install gas 
furnaces now using LP gas. Natural gas service has been 
a constant topic since we began our efforts in 1954. Some 
have written letters to the council, and have included a 
few of these in our exhibit beginning on page 19. We 
realize that the price of wholesale gas has increased, as 
has most other things. But we are willing to pay this 
additional price because of its dependability, efficiency, and 
cleanliness. With the wholesale price under regulation by 
the Federal Power Commission, and the retail price under 
the control of our town council, our people have no fear 
of the abuses. 


P. A. Stover 
Direct Examination 
By Mr. Gaston: 


Q. Please state your name and address. A. P. A, Stover, 
P. O. Box 351, Iowa Electric Light and Power Coimpany, 
Cedar Rapids, Iowa. 


(1941) 


Q. What is your position with your company? <A. Chief 
Mechanical Engineer. 
° * s * * * i * * 
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Q. Did your company put in a case in Docket G-2399, 
et al, and G-12241, et al, for these communities? A. Yes, 
for all of these communities except Alexander, Owasa, and 
Meservey. 

Q. And what did your company seek in these proceed- 
ings, and with what results? A. I testified in Docket G- 
9399, et al, in 1955, and Docket G-12241, et al, in 1957, in 
support of our request for an additional supply of gas for 
presently connected communities and for a supply of gas 
for some twenty new communities, all in Iowa. All of these 
twenty odd new communities are included in the list of 
25 for which I have just testified. In its decision the 
Commission granted our request for additional gas for 


presently served communities but did not approve service 
to the new towns. I might also add that Towa Electric 
Light and Power Company has been secking natural gas 
service from Northern for a number of these town since 
1953 in Docket G-2063. 


* * * * 


Albert D. Schmidt 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Hunt: 
Q. Would you please state your name and address? A. 
Albert D. Schmidt, Huron, South Dakota. 
Q. By whom are you employed, Mr. Schmidt. A. North- 
western Public Service Company. 


es * * * * * * * 


2005 


D. J. Reimers 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


2007 


Direct Examination 
By Mr. DaPra: 


Q. Will you please state your name and address? A. 
D. J. Reimers, Minneapolis, Minnesota. 

Q. By whom are you employed? A. Minnesota Valley 
Natural Gas Company. 

Q. What is your position with Minnesota Valley Natural 
Gas Company? A. Executive Vice President and Director. 
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Q. Will you describe briefly the need and desire for 
natural gas service in the 24 new communities shown in 
Minnesota Valley exhibits 133, 134 and 135? A. As early 
as the 1940’s, shortly after Minnesota Valley made gas 
available to communities in Southern Minnesota, we have 
continuously been asked to make gas available to the area 
in which we now propose to serve. In 1954, these com- 
munities offered franchises to Minnesota Valley setting 
forth their desire for gas. This desire has been further 
expressed by their continuous inquiries requesting us to 
advise them as to the progress being made in obtaining 
gas for them. This need for gas is urgent, and is clearly 
shown and supported by the great number of large volume 
customers who have signed contracts with us, as testified 
to by Minnesota Valley’s witness Mattaini. 


° bad * * * * e 
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2096 
Charles E. Tenney 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Davis: 


Q. Please state your name. A. Charles EK. Tenney. 

Q. Please state your home address and business address. 
A. 1029 Hill Road and business address 212 West 5th 
Street, both of Willmar, Minnesota, 

Q. What is your occupation? A. T am President and 
General Manager of Willmar Gas Company, Incorporated. 


° * * * * ° 


By Mr. Davis: 


Q. Do you feel, Mr. Tenney, that there is a desire and 
a need for introduction of natural gas in the City of Will- 
mar, Minnesota? A. There is very definite need and a 
very obvious desire on the part of the people. 

We have today, or are today distributing propane-air 
gas of 1,365 Btu and it is quite expensive. 


. * . * * * * * * * 

Q. Very well, what I am getting at is this: Have you 
been importuned by various people and groups in Willmar 
to do everything possible to secure natural gas for Willmar? 
A. Yes, I surely have. 


° » * * * * s 


Arnold J. Thompson 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 
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Direct Examination 
By Mr. Schultz: 


Q. Would you give your name and address to the re- 
porter? A. My name is Arnold J. Thompson; address, 135 
Glen Street, South, Hutchinson, Minnesota. 

Q. And what is your occupation? A. Veteranarian. 

Q. Do you hold any office or have any official capacity 
in Hutchinson? A. I am vice president of the Hutchinson 
Utilities Commission which has been granted intervention 
in this docket. 

Q. Have you been sent here in that capacity to be a 
witness in this proceeding? A. Yes. I not only represent 
our Utilities Commission but the City Council and the 
various civic and commerce associations of our city. My 
purpose is to express our need and desire for gas service to 
the City of Hutchinson, Minnesota. 

Q. Has your commission and city intervened and par- 


ticipated in any past certificate cases of Northern? A. 
We began our efforts to obtain natural gas service in 
1953 and became an intervener in 1954 in 
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Northern’s docket known as G-4259. Since that time we 
became interveners and active participants in all of North- 
ern’s certificate hearings and dockets known as G-2399, 
et al., G-12241 and G-2306, et al. A complete case for the 
city was placed into the record in 1956 in Docket Nos. 
G-2399 et al and again in Docket Nos. G-2306, et al, in 1957. 


° * * * * * * * s e 


2367 
By Mr. Case: 


Q. Mr. Blease, do you have a document marked for 
identification as Exhibit No. 161 in this proceeding? A. 
Yes, sir. 
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Q. Was that exhibit prepared by you? A. Yes, it was. 

Q. Does Exhibit 161 purport to show the adjustments 
and return earned to reflect the effect of changes in con- 
tract demand shown by Mr. Moylan in Exhibit 159 and the 
changes in annual sales volumes as shown by Mr. Moylan 
in Exhibit 160% A. Yes, it does. 

Mr. Case: Mr, Examiner, at this time I would like to 
offer in evidence Exhibit 161. 

Presiding Examiner: Any objection? 


(No response.) 
Presiding Examiner: It is admitted. 


(The document referred to, heretofore marked for iden- 
tification as Exhibit No. 161, was received in evidence.) 


Mr. Case: Mr. Blease, will you now explain the com- 
putations made by you in Exhibit 161? A. Sheet 1 of 161 
shows the difference between the 


2368 
figures originally shown in Northern’s Exhibit 62 at column 
B, the annual contract demands and annual volumes, and 
those shown by Mr. Moylan in his Exhibit No. 159 and 
160, and the differences are shown in column D. 

The revenue effect of these differences is shown at lines 
22 through 29—excuse me, line 15 through 29—multiplying 
the differences in the contract demand and annual volumes 
by the appropriate amount shown at lines 15 through 28. 
These multipliers are the contract demand rate and amount 
of commodity charges as proposed by Northern in this 
docket. 

The total revenue adjustment is a credit, or a reduction 
of $1,208,467 shown on line 29, which is carried forward to 
page 2, line 1. 

In addition to the revenue adjustment, there have been 
adjusted the gas purchases as shown on line 4 and operat- 
ing expenses, depreciation, and taxes, other than income, 
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as shown on lines 5 through 7. These adjustments were 
made in accordance with the testimony of Mr. Holquist in 
connection with Exhibit No, 57, Schedule 6-B, Schedule 6, 
Schedule 7, and Schedule 8, for lines 4, 5, and 6 and 7 
respectively. The total of the adjustments before income 
taxes are shown on line 8 as $580,000. The net adjustment 
before income taxes is shown on line 9 by subtracting the 
$580,000 from the revenue adjustments shown on line 1. 
This net adjust- 


2369 


ment is $628,467. To 580,000 there has been applied 52.62 
per cent for combined Federal and State income taxes, 
in the amount of $305,196 shown on line 9, leaving a net 
utility income or return adjustment shown on line 10 of 
$274,804. 

The net utility income before adjustment shown in 
Exhibit 57, Schedule 12 at line 29 was $24,762,730. And 
the adjusted net utility income now becomes $24,487,926 
as shown on line 12. 

In addition to adjusting the revenues and expenses, the 
rate base as shown on Exhibit 57, Schedule 12, line 28, was 
adjusted as shown on line 14 by the elimination of facilities 
proposed for the Towns which no longer desire gas from 
Northern in the amount of $424,882, making a net rate 
base shown at line 14 of $366,846,920. Dividing the ad- 
justed net utility income at line 12 by this latter figure 
at line 14 gives the adjusted rate of return shown on line 
15 of 6.68 per cent. The return as shown on Exhibit 57, 
Schedule 12, was 6.74 per cent, making a net reduction 
of .06 per cent, or .06 of one per cent shown on lines 17 
of this Exhibit No. 161, Sheet 2 of 2. 

The rate base adjustment represents the elimination of 
the branch lines and the town border station and applicable 
overhead at four per cent for the town of Brewster, 
Minnesota, Butterfield, Minnesota, Huron Lake, Minnesota, 
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Okabena, Minnesota, Round Lake, Minnesota, and Pacific 
Junction, Iowa. 
* * ° * * * * 


2372 
Willis A. Strauss 


was recalled as a witness and, having been previously duly 
sworn, was examined and testified as follows: 


Direct Examination 
By Mr. Wolf: 


Q. Would you state your name and address for the 
reporter, please? A. I am W. A. Strauss, 2223 Dodge 
Street, Omaha, Nebraska. 

Q. Mr. Strauss, are you the executive vice president of 
the Northern Natural Gas Company? <A. I am. 


* * * * ” * * * 


Q. The Minnesota Valley Natural Gas Company has 
intervened in these proceedings requesting a supply of gas 


2376 


for service in the four communities of Alexandria, Brower- 
ville, Long Prairie, and Osakis, Minnesota. Are you in 
a position to state the company’s position with regard to 
providing service to Minnesota Valley for those com- 
munities in this proceeding? <A. Yes, I am. 

Q. Would you do so, please? A. These towns have 
heen in a previous application by Northern and have been 
requested of us by Minnesota Valley, consistent with our 
tariff nomination procedures. And we have completed 
studies. These towns are consistent with the new town 
policy that we have followed in this case and Northern 
is willing to serve these communities in this proceeding. 

Q. The Minnesota Valley Natural Gas Company, the 
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Willmar Gas Company, the Central Electric and Gas Com- 
pany, and the Hutchinson, Minnesota, Utilities Commission 
have collectively joined, and each and all seek an authori- 
zation of natural gas in this proceeding from Northern 
for the communities of Cokato, Colonge, Dassel, Glencoe, 
Grove City, Howard Lake, Lester Prairie, Litchfield, Nor- 
wood, Prior Lake, Silver Lake, Waconia, Winsted, Young 
America, Willmar, Atwater and Hutchinson, Minnesota. 
Are you in a position to state at this time the company’s 
position with regard to making a supply of gas available 
in this proceeding for these 17 communities located allo- 
cated along a project so-called Willmar extension? A. 
Northern again is willing to serve the 17 towns on this 
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extension in this case; the towns again have been studied 
by the company, and have been requested, consistent with 
our tariff, by the various distributors, and are also con- 
sistent with the economic policies that we have followed 
in this case. And, therefore, the company is willing to 
serve these towns in this case. 

Q. Mr. Strauss, the Northwestern Public Service Com- 
pany has intervened in this proceeding, and in addition to 
supporting and providing testimony and evidence support- 
ing service to certain communities which have been named 
by Northern in its application at Docket No. G-17486, has 
also requested that Northern provide service in this pro- 
ceeding for the communities of Redfield, Frankfurt and 
Doland, South Dakota. Are you in a position to state the 
company’s position with regard to this request of the 
Northwestern Public Service Company? <A. Yes. The 
company is willing to serve these towns in this proceed- 
ing. Again, we have studied these towns, and these towns 
have been requested pursuant to the tariff, and are con- 
sistent with the policy we are following for new towns 
in this case. 


2459 
L. M. Ward 


resumed the stand, and testified further as follows: 


Cross-Examination—Resumed 
By Mr. Steffey: 


Q. Mr. Ward, referring you to Section 2, Tab 1 of Ex- 
hibit 5, under your caption on that page ‘‘Capacity 
Applied For’’. opposite ‘‘A, 1958-59 increase to present 
eustomers’’, should that figure of 50,730 Mef per day not 
he 49,891 Mecf per day, inasmuch as the Commission’s 
order of April 23, 1959, adopting the Examiner’s decision 
in Docket No. G-14697, et al, authorized an increase for 
existing customers of 49,891 Mef per day? .A. That is 
correct, Mr. Steffey. 


* * * * * * 
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Q. Therefore, under Anoka, in view of the intervention 
in this proceeding of Minneapolis Gas Company, request- 
ing a new town border station north of Minneapolis, should 
that volume under Anoka be increased by 48,000 Mcf? 
A. That is correct. 

Q. The Examiner’s decision in Docket Nos. G-14697, 
et al, authorized an increase in Minneapolis Gas Company’s 
contract demand of 12,000 Mef per day, making that com- 
pany’s contract demand a total of 275,000 Mef per day. 
Did Northern have to construct any facilities in order to 
deliver that additional 12,000 Mef to Minneapolis Gas 
Company? <A. There has been, in the last four years, as 
the contract demand has increased to the Minneapolis area, 
an operating problem that is becoming more severe cach 
year, in that we have made a study to try to alleviate this 
problem, and that study indicated in the neighborhood of 
23 miles of 30 inch line would he required in and im- 
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mediately south and around our present lines to Min- 
neapolis. 

Q. Referring you to Section 6 under Tab 1 of Exhibit 
5, there is a volume scheduled to the Minneapolis-St. Paul 
area shown there of 372,088 Mef. A. Yes, sir. 
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Q. In order to make this delivery of 48,000 Mef to 
Minneapolis Gas Company as proposed by Minneapolis, 
would you merely divert 48,000 from the line showing the 
volume of 372,088, and add that to the Duluth extension 
where a volume of 26,745 Mcf should be shown? A. Yes, 
sir, that is just a displacement volume. 

Q. And delivering this additional quantity of gas to 
Minneapolis Gas Company would not affect the operation 
of the Duluth extension as you orginally designed it in 
this docket, is that correct? A. That is correct, sir. 

Q. Do you know the pressure at which gas is now being 
delivered to Minneapolis Gas Company? A. That pressure 
varies from—I believe 393 or 394 pounds is the correct 
pressure. 

Q. Is that the contracted pressure, or merely— A. That 
is the delivered pressure, with the contract demand, peak 
day contract demand. I would have to look that up to be 
sure. 

Q. Are the pipelines employed for delivering gas to the 
Minneapolis Gas Company constructed in a_ heavily 
populated area? A. Yes, sir, the area has been building 
up considerably south of Minneapolis, and most of the lines 
in that vicinity are in what one would call a heavily 
populated area now or 
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congested area. 

Q. Is it desirable to reduce the pressure on any of the 
lines now being used to deliver gas to Minneapolis, in view 
of this heavily populated condition? A. Yes, that sort of 
thing would be desirous, and also it would be impossible 
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to increase the pressure because of the additional building 
that has occurred in that area. 

Q. And for that same reason, I assume that the looping, 
or the construction of that 30 inch line that you mentioned 
previously, in that area, is something to be avoided, if 
possible? A. Well, it would certainly be a quite costly 
expenditure for construction of a line that diameter size 
in an area of that nature. 

Q. So the import of your testimony is, then, that it is 
just as advantageous to Northern to make this delivery to 
Minneapolis Gas Company north of Minneapolis, as it is to 
Minneapolis Gas Company? A. Yes, sir. 


* * * * * ” * * * 
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Q. Have you made any calculations to determine whether 
the cost for constructing the 30-inch line, which he men- 
tioned, south of Minneapolis, would be comparable to the 


cost of increasing the size of the Elk River lateral in an 
amount of approximately $704,000? 
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A. The costs to construct the facilities which Mr, Ward 
referred to would be substantially greater than the 
$704,000 to which you referred. 

Q. Therefore, it is advantageous to Northern to make 
this delivery to Minneapolis Gas Company north of Min- 
neapolis, not only from the standpoint of engineering 
design, but also from the standpoint of cost, is that correct? 
A. In my opinion, that is correct, sir. 


° * * * * * 


James E. Moylan—Recalled 
° * * * s * * * * e 
Q. And as I understand it those deficiencies are included 
for the third year without including any investment for 
measuring station facilities. A. Yes, sir. 
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Q. Could you tell us what that deficiency would be for 
each of those towns if the investment for measuring station 
facilities were included? A. No, sir. 

Q. And why not? A. Northern’s branch line extension 
policy in the selection of new communities under the policy 
provides for the use of the branch line facilities only, 
excluding the measuring station facilities. And these 
studies contained in Exhibit 165 were prepared in a similar 
format. 

Q. Of course, it is a fact, is it not, that that deficiency 
would be increased if those measuring station facilities 
would be included. A. Measuring facilities, Mr. Pardee, 
are considered as 
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part of the main line. 
Q. Well, these deficiencies are what is being contributed, 
if anything, to their plus or minus, to main line costs, isn’t 


that true? A. To the main line, yes. 

Q. And so the main line costs would be increased to the 
extent of those measuring facilities, isn’t that a fact? A. 
The main line cost is not shown in the exhibit. 

Q. No. But your deficiency shown here would be in- 
creased proportionately, would it not, if the main line costs 
were increased. A. If you added any additional costs in 
Columns 3 through 7, over and above those that are shown 
there, it would adversely affect the figures shown in 
Columns 8 and 9. 


° * * 


Kenneth D. Knoblock—Recalled 
s * s a * + * 


By Mr. John McGrath: 


Q. Mr. Knoblock, it is estimated by Northern Natural’s 
witness, Mr. Moylan, that he will sell to the City of Duluth 
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on an annual basis in the third year 12,961,830 Mef as 
shown on page 7 of Exhibit 48. Will the City of Duluth 
be able to dispose of that amount of gas? A. Yes, sir, I 
think so. 

Q. Could you tell me what corrections should be made 
in Exhibit 16 to the volumes reflected going to your firm 
industrial customers, your interruptible industrial cus- 
tomers and your interruptible overrun customers? A. 
There will be no corrections to Exhibit 16. The City could 
take and sell some additional gas to interruptible customers 
and to overrun customers. The Hxhibit 16 as I have set 
it up reflects what the City thinks it could sell and thought 
it could sell without regard to what Northern Natural 
thought it could sell. 

However, there is some additional firm gas that could 
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be sold to two of the larger interruptible industrial 


customers for the months of January, February, March, 
part of April, part of October, and November and 
December. And if there is overrun gas available over the 
amount that I have shown, it could probably he sold to 
the same customers. 

Q. Mr. Knoblock, I am attempting to ascertain from you 
just how much natural gas will desplace coal in the City 
of Duluth. You have listed several customers here, but 
your primary outlet for gas appears to be Universal Atlas 
Cement Company and Minnesota Power and Light Com- 
pany, is that correct? A. That is right. 

Q. Now, were those two two of the customers you had 
in mind? <A. Yes. 

Q. Do you have an estimate of the amount of gas, 
assuming the 12,961,830 Mef would be made available to 
you in your third year, that you would sell to these two 
customers? A. Well, it would be the amounts in Exhibit 16 
plus the additional gas that could be sold to Minnesota 
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Power and Light and Universal Atlas Cement in these 
amounts: in January— 
Q. Could you direct me to a page in Exhibit 16, please? 
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How about page 30? A. It is on two pages, actually ; 
it would be on page 30 as to interruptible sales, and on 
page— 

Q. 40? A. —42 as to overrun sales. 

Q. While we are on those pages, if there are other 
customers besides those two listed on those pages, can you 
give that? A. It would be those two customers, primarily. 

Q. It would be those two customers, primarily? A. Yes, 
sir. 

Now, beginning in January, the quantity of gas—and I 
am treating this entirely as interruptible gas rather than 
overrun gas, so the correction, or the change, I should say, 
would be on page 30: January, 309,000 Met. 


Q. This is for Minnesota Power & Light? A. Yes. 

Q. Where you showed nothing? A. Yes. 

Q. —-you are now going to sell them 309.000? A. That 
is right. 

Q. Go ahead. <A. February, 250,000 Mef; March, 
295,000 Mef ; November, 399,000 Mef: December, 300 and— 

Q. Excuse me. I’m sorry, T jumped from—you went 
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from—you went from March to December? A. That’s 
right—to November. 

Q. November was— A. 399,000 in November. 

Q. All right. A. 399,000. 

Q. All right. A. December, 329,000. Total, 1,582,000. 
That is for the third year. 

_ And on that page you did not contemplate any sales 
in April or October; you do not have quantities of gas 
over and above your requirements and your contract 
demand for those two months? A. No, because in April 
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you are back on 100 per cent-plus load factor basis, so you 
have no additional gas available. 

Now, these figures that I have just read to you represent 
the difference between what is shown in Exhibit 16 on a 
month-by-month basis and a 100 per cent load-factor sales 
in those same months. 

Q. In other words, the difference between your contract 
demand and what you estimate you will sell on a firm basis? 
A. That is right. 


Mr. Porter: Mr. Examiner, | now tender witness Kevin 
J. Forderbrugen for cross-examination with respect to 
Exhibit 19, dealing with distribution systems by Iron 
Ranges Natural Gas Company. 
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Presiding Examiner: Now, suppose you look at it from 
the standpoint of total, on a group basis. Where would 
you come out—having in mind that you have, on the same 
basis you mentioned before, some potential ability to dis- 
pose of industrial gas to the State Hospital and to the City 
of Moose River Electric Plant. Where would you come 
out? 

The Witness: Well, there I think IT would come out on a 
grand total for the whole group—l would come out close 
to Northern’s estimate. 
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Mr. Renquist: Mr. Examiner, Northern States Power 
Company recalls for cross-examination Mr. Joseph Mayer. 
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Joseph S. Mayer—Recalled 
By Mr. John McGrath: 


. se . * * 
2704 

Q. Do you contemplate purchasing any overrun gas? 
A. We would be able to utilize overrun gas if it is avail- 
able. My estimates do not include any overrun gas in our 
sales. 

Q. Will you be able to sell additional gas to these 
customers set forth on page 4 and page 5 of your Exhibit 
63? A. If additional gas is available, especially on the 
overrun basis, our curtailments for these various in- 
dustrial customers would decrease. I have made no study 
as to just what the amount would be. 


Mr. Case: Mr. Examiner, the next customer company 
is North Central Public Service Company, and I believe Mr. 
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Spurrier is their first witness. 


2730 
W. F. Spurrier—Recalled 


By Mr. John McGrath: 


Q. I think so. A. Because J do not quite know where the 
figures shown by Northern for 112,300 came from. J 
surmise it is a previous docket, or some information given 
to Northern prior to our 


2731 
feasibility study. 
But our market of 34,829 is based upon an actual count 
in the vicinity of Lexington. 
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However, I might note that we would probably more 
than make up for that error in Coon Rapids, the other 
way. 

Q. Oh, you think you have overestimated in Coon Rapids? 
A. No, no. Northern has estimated that we would sell 
311,000, whereas we say we will sell 557,000. 

Q. Yes. A. Now, we have a greater market for the gas 
than Northern has anticipated. When you get to Lexing- 
ton, the reverse is true. So if there is any difference, they 
tend to offset each other. And they are more or less 
neighboring communities. 
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Mr. Case: Mr. Examiner, during the recess we have 
been 


2943 
checking with staff counsel, and I think the simplest pro- 
cedure for all concerned is for us, during the noon recess, 
to type up the appropriate changes on Section 2 of the 
flow diagram under each of the first three-year conditions 
as shown in Exhibit 53 and have those copied into the 
record at the beginning of the afternoon session. 
Presiding Examiner: All right. 


. * * * * 


Mr. Case: Now, Mr. Examiner, during the noon recess 
we have had typed the appropriate corrections to be made 
in Section 2 under each of the Tabs 1, 2 and 3, Exhibit 53, 
that we agreed to have typed. And they are on three 
separate shects of paper. At this time I would like to 
hand them to 

2977 


the reporter and have them copied into the record as if 
read. 
Presiding Examiner: It will be done. 
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NortHerN Natura Gas Company 
F. P. C. Docket G-17486 
System SauaBte Capacity ADJUSTMENT 


First Year 
Present Certified System Salable 
Capacity 1,241,318 MCF/D 
A. 1958-59 Increase to Present Customers 49,891 MCF/D 
B. Sales to Northern Illinois Gas Company 50,000 MCF/D 
C. lst Year C.D.—39 New Communities 26,745 MCF/D 


Total 1,367,954 MCF/D 
Increase for lst Year C.D. 
(297 New Communities) 93,850 MCF/D 


System Salable Capacity Applied For 1,461,804 MCF/D 


1st Year C.D. (24 New Communities) 11,198 MCF/D 


Total SSC (342 Communities) 1,473,002 MCF/D 
1st Year C.D. (15 New Communities) 5,397 MCF/D 


Total SSC (357 Communities) 1,478,399 /D 
29739 
NorTHERN NaturaL Gas Company 
F. P. C. Docket G-17486 
System SataBle Capacity ADJUSTMENT 


Second Year 
Present Certified System Salable 
Capacity 1,241,318 MCF/D 
A. 1958-59 Increase to Present Customers 49,891 MCF/D 
B. Sale to Northern Illinois Gas Company 50,000 MCF/D 
C. Ist Year C.D. (318 New Communities) 120,595 MCF/D 


Total 1,461,804 MCF/D 
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Increase for 2nd Year C.D. 
(279 Communities) 49,758 MCF/D 


System Salable Capacity Applied for 1,511,562 MCF/D 
2nd Year C.D. (24 New Communities) 15,589 MCF/D 


Total S.8S.C. (342 New Communities) 1,527,151 MCF/D 
2nd Year C.D. (15 New Communities) 7,746, MCF/D 


Total S.8.C. (357 Communities) 1,534,897 MCF/D 
2980 


NorrHern NaruraL Gas Company 
F. P. C. Docket G-17486 
System SauaBte Capaciry ADJUSTMENT 


Third Year 
Present Certified System Salable 
Capacity 1,241,318 MFC/D 
A. 1958-59 Increase to Present Customers 49,891 MCF/D 
B. Sale to Northern Illinois Gas Company 50,000 MCF/D 
C. 2nd Year C.D. 
(326 New Communities) 170,353 MCF/D 


Total 1,511,562 MCF/D 
Increase for 3rd Year C.D. 
(318 New Communities) 42,495 MCF/D 


System Salable Capacity Applied For 1,554,057 MCF/D 
3rd Year C.D. (24 New Communities) 18,051 MCF/D 


Total 8.S.C. (342 Communities) 1,572,108 MCF/D 
3rd Year C.D. (15 New Communities) 9,915 MCF/D 


Total $.S.C. (357 New Communities) 1,582,023 MCF/D 
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Cross-Examination 
By Mr. Steffey: 


Q. Mr. Moylan, will you please turn to page 9 of Exhibit 
62, where a summary of the sales volumes for the present 
system and the estimated sales for both Docket Nos. 
G-17485 and G-17486 are found? A. Yes, sir, I have it, 
Mr. Steffey. 

Q. Insofar as contract-demand volumes are concerned, 
would not pages 2978 through 2980 of the transcript, show- 
ing the summary of the system salable capacity after nec- 
essary revisions, now serve as a satisfactory substitute for 
the contract-demand figures on page 9 of Exhibit 62? A. 
Yes, sir, they would. 

Q. Do you have a similar compilation showing the annual 
volumes in the same manner as the contract-demand vol- 


umes are shown on pages 2978 through 2980? 
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A. Yes, sir, I do. 

Mr. Steffey: Mr. Examiner, if it satisfactory with you 
and other counsel, I would propose that that sheet which 
Mr. Moylan has prepared with reference to the annual 
volumes be copied into the record as though read at this 
point so that the annual volumes will be available in the 
form of a summary for page 9 in the same manner that 
the contract-demand volumes are already in the record. 

Mr. O’Brien: I have no objection to that. 

Presiding Examiner: Hearing no objection, it will be 
done. 
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Q. In your opinion, as the expert witness sponsoring 
these Exhibits 173 and 175, which of the two studies are 
the most meaningful, the third-year study requested by 
staff or the fifth-year study proposed by you? A. Only 
the fifth-year study, since it is the only one that conforms 
with Northern’s branch-line extension policy. 


* * . * * Ld * . * se 
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Q. Is the purpose of your exhibits numbered 173 and 175, 
Mr. Moylan, to demonstrate the economic feasibility of these 
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towns that are being applied for? A. It is to set forth the 
end result of applying Northern’s branch-line extension 
policy to the proposed communities. It is not to set forth 
the economic feasibility alone. 

The answer to your question is, no, sir. 


Lloyd R. Sharp—Recalled 
s . * . . ° 


By Mr. Steffey: 


Q. Mr. Sharp, have you noted in Exhibit 173 that by 
adopting the volumes that you proposed for the community 
of Manchester, Minnesota, that there would be a deficiency 
of $15.91 in returning anything toward defraying main 
line cost of service? A. Yes, sir, I have noted that. 

Q. Have you made a re-evaluation of your estimate for 
the community of Manchester in Exhibit No. 76 to deter- 
mine whether you agree with Mr. Moylan in his assumption 
that larger volumes of gas might be sold in that com- 
munity than you indicated in Exhibit 767 A. Well, I have 
checked my exhibit in relation, Mr. Steffey, to the number 
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of potential customers versus the numbers that I had 
shown, and I note that it would only require the addition 
of 11 more residential heating customers than I have in 
my estimate to make the thing pay. 

Q. You have assumed on page 79 of Exhibit 86 an 85 
per cent saturation, have you not? 

Mrs. Powell: Is that at Tab B? 
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Mr. Steffey: Tab B, yes ma’am. 

A. Now, I have estimated a 90 per cent meter saturation 
and a residential heating saturation, Mr. Steffey, of 65 
per cent. 


By Mr. Steffey: 


Q. What percentage of heating saturation would the 
acquirement of 11 more customers involve? <A. Well, it 
would require the connection of a total of 25 residential 


heating consumers, of which you will note that I have 
estimated only the total number of residential customers 
at 22. 

For your information, though, there is a potential of 
31 residential consumers from our actual survey in the 
town of Manchester, Minnesota. So I feel that it is possible 
to add that many residential consumers. 


3161 


Mr. Case: The next witness, Mr. Examiner, is Mr. C. BE. 
Murphy of the Iowa Public Service Company. 


e * * * . * * * . e 


3162 
C. E. Murphy 


By Mr. Steffey: 


Q. Mr. Murphy, are you aware that in Exhibit 173 the 
communities of Newkirk and Merrill, Iowa, which were 
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proposed for service by Iowa Public Service Company, 
show a deficiency in returning any contribution toward 
main-line cost of service in the fifth year? A. Was that 
third or fifth? 

Q. Fifth. A. Both of them in the fifth? 

Q. Yes, sir. A. Yes, 1am familiar with that. 

Q. Have you made any re-evaluation of your estimates 
for those communities in Exhibit 122 to determine 
whether you 
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might be able to increase your proposed sales or estimated 
sales in those communities sufficiently to coincide with Mr. 
Moylan’s estimate of the sales that would be made in those 
communities? 

Newkirk is a very small community, and I do not know 
what Mr. Moylan shows for what would be necessary to 
bring that up to feasibility. We assumed for third year— 


Presiding Examiner: Wait just a minute. I think we 
can get that for you, what he used. I think he said it 
came from— 

The Witness: Yes, what is the figure that Northern used 
for Newkirk? 

Mr. O’Brien: Of which figure are you speaking? I’m 
sorry. 

Presiding Examiner: It is at page 11 of his original 
estimate; 36, I think, or 39. 

The Witness: Mr. Steffey, are we talking about fifth 
year? 


By Mr. Steffey: 


Q. Yes, sir. A. Well, Northern shows 31 Mef in the 
fifth year contract demand. 

Mr. O’Brien: That is on Exhibit 173, is it not, Mr. 
Murphy? 

The Witness: Yes. 
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Presiding Examiner: 173, sure it is. 

The Witness: And we show 26. There is a difference 
of 5 Mef. 

Our estimate of customers, it would be 18 heating 
customers 
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in the third year out of a total of 28 structures. It could 
very easily be that we would have substantially more than 
that number of customers in the third year. The figures 
we have used are the figures that result from using aver- 
ages, average saturations. And in a community of that 
size, it could easily develop that we would have more 
than that number of customers in the third year; might 
have them all in the first year, as a matter of fact. 


By Mr. Steffey: 
Q. Now, that was with reference to Newkirk? A. Yes, 


sir. The other town was Merrill, was it not? 

Q. Yes, sir. A. Northern shows a contract demand in 
the fifth year for Merrill of 248 Mcf. We show a contract 
demand of 211 Mcef in the third year. There, again, it 
is a matter of saturation in the third year. We show 263 
Mef in the fifth year. And it could well develop that we 
would have the amount shown, estimated by Northern. 

* . * * * * * * * 
3228 
By Mr. Steffey: 


Q. That exhibit indicates that in the fifth year, if the 
estimates of the sales as proposed by you in Exhibit 128 
are accepted by Northern in its computations, that there 
would be a deficiency in the fifth year toward a contribution 
toward main-line cost of service for the communities of 
Bryant and Howard. Have you had an opportunity to 
evaluate Exhibit 128 to determine whether you might be 
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able to sell additional gas in those two communities in a 
volume sufficient to make a plus return toward main-line 
contribution in the fifth year, as was indicated by Mr. 
Moylan had he accepted or used the estimates that he had 
for these communities of Bryant and Howard? A. Yes. 
Actually, in the market sections of Exhibit 128 I cal- 
culated those figures, I think, as everyone does. I used 
average figures for all communities and did not attempt 
to break down the better communities from the lesser 
communities, because that just is not practical. 

The communities of Bryant and Howard have very 
aggressive propane dealers and a very goodly percentage 
of the town is presently using propane as a fuel for heat- 
ing. Those customers, propane customers, of course, would 
come over to our service immediately, and therefore we 
would get much greater development and much quicker, 
and it is my belief that we would definitely 
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be in the plus side in those two communities. 

Q. So that under Tab J, where you show an 85 per cent 
saturation for residential customers for space heating and 
other usage, do you think that in the community of Bryant 
the saturation might be greater than 85? A. That satura- 
tion might be greater, and also the saturation of customer 
connections, which as you will see, for other towns in 1959 
I had shown 20 per cent; in 1960, 38 per cent. Those 
would also be higher in the initial years. 

Q. Now, in this same Exhibit, No. 128, under Tab Q, you 
indicate the utility operating income, and on your direct 
testimony you indicated the rate of return for these ten 
communities. Would it affect your rate of return if you 
were not to serve these communities of Bryant and How- 
ard? A. The rates of return of each of the communities 
is very nearly the same in any given year and particularly 
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in the third year, so that it would not affect materially 
our operations. 


° * s * s * ° 
3328 


Presiding Examiner: Let me break the ice here and 
broaden this direct case just a little bit. Maybe it will 
throw a little further light on this problem. 

I am thinking particularly of your comment that North- 
ern is suffering somewhat from the accumulation which was 
not of it own making. One of the considerations that might 
be involved, 
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following up that thought, would be whether or not this 
was not a good time to come just as near being as com- 
pletely caught up as possible. What is your comment on 
that? 

The Witness: I have a comment to make, Mr. Examiner. 

Presiding Examiner: This is to give you an opportunity. 

The Witness: I believe it has been mentioned on the 
record previously that the towns proposed for service by 
Northern in this case are the results of processing requests 
for new towns as of May of 1957. Now, since that time, 
and pursuant to our tariff, we have had further nomina- 
tions for new communities in May of 1958 and, more 
recently, in May of 1959. The total of the requests of 
those two years I think approximate—well, it is something 
over 200 towns. 

Therefore, this particular case does not clean up all 
of the requests for new communities in the area. And that 
leads me to say something further, really, in response to 
Mr. Wolf’s question. 
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Q. Mr. Strauss, in these over 200 towns whose nomi- 
nations 
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are pending, about what proportion of them are Peoples 
Divisions’ nominations? A. I do not have any idea. 

Q. Are you aware that in these two dockets here that 
118 out of 342 towns are Peoples Divisions? A. Yes, sir. 

Q. Excuse me, I said 118; I should have said 108. A. 
I appreciate that approximately a third of these new com- 
munities are proposed to be served by Peoples Natural 
Gas Division. 

Q. That fact would not refresh your recollection, if you 
had any, on how many of the over 200 nominations pending 
would be Peoples’? A. No, sir. 

Q. In your direct testimony you referred, in a couple of 
places, to this policy of Northern’s which I will, for the 
sake of identification, call their ‘‘new town’? policy. Does 
that policy constitute Northern’s test of economic feasibility 
to determine whether it will agree or propose to serve a 


new community? A. I would say that it is an economic 
comparison. To say whether or not that is a true test 
of economic feasibility, I do not think we have stated that 
that is the case with that formula or not. It is an economic 
comparison, one community to another. The end result 
is to whether or not the community 
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offers a contribution after certain deductions or not. 

Q. Well, what tests or considerations does the manage- 
ment of Northern use to determine whether a proposed 
addition or extension is economically feasible? 

Mr. Wolf: Are you talking, Mr. Mastor, about this case 
and the communities that Northern seeks to serve in this 
case, to which Mr. Strauss referred in the direct testimony 
that he gave to which you referred? 

Mr. Mastor: I will take this case, and then I would like 
to further ask him, since you raised it, whether this case 
is any different from any other case. 
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The Witness: Would you read the question back, please? 


(The pending question, as recorded, was read by the 
reporter.) 


The Witness: Rather than a determination being made 
necessarily as to whether or not an extension is economi- 
cally feasible or not feasible, rather than approaching it 
on that basis, Northern has applied its formula to deter- 
mine whether or not a community in its fifth year of opera- 
tion, after certain deductions which have been discussed 
here, contributes anything to the main line costs. 


By Mr. Mastor: 


Q. And when you said formula, we are talking about this 
same ‘‘new town’? policy, I think as you named it in your 
direct testimony? 
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A. That is correct. 

Q. Well, would it be a fair statement then to state that 
the mere fact that Northern proposes or agrees to serve 
communities in these dockets does not mean that Northern 
has certified or asserts that it is economically feasible to 
do so? A. I do not think Northern purports in this case 
to say that this particular test is indicative of a town being 
economically feasible, nor to the contrary, does it say 
that by virtue of this formula that these towns are not 
feasible. 

Q. Sort of a neuter gender on that point? A. I think 
that is correct, within—when you consider that we have 
recognized an obligation and a continuing obligation to 
supply gas not only to our present customers but to new 
communities in our area. We have been attempting to 
do this for five years, and that the determinant in service 
to new towns is one of public interest and is not governed 
solely, necessarily, by the problem of is a town economically 
feasible or isn’t it. I am not too sure I know what the 
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correct statement is to make a town economically feasible. 

Q. For the record, I am sure that I can state that I 
know. 

Would it be fair to state, Mr. Strauss, that Northern’s 
expansion policy is, simply stated, something along these 
lines: That if a town meets the ‘‘new town”? policy, North- 
ern would agree to serve it, assuming that it has met the 
nomination 
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requirements that Northern has set up regarding times; 
and as to the matter of economic feasibility, at least so 
far as that facet is concerned of the public interest, North- 
ern leaves that matter to the expertees and wisdom of the 
presiding examiner and the Commission? A. You are 
correct that Northern followed that policy in this and 
past cases before the Commission. 
Mr. John McGrath: Sometimes without success, 


By Mr. Mastor: 


Q. So that—and I may be whipping the dog around 
the stump, but I just want to get it clear in my own mind— 
the fact that Northern states that as to these towns we do 
not wish to serve them out of these two dockets but as to 
other towns we may agree to serve them out of these two 
dockets; then I am not to assume either pro or con from 
Northern’s expressions of interest as to economic feasibility 
on those towns? 
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Presiding Examiner: I think I know what is bothering 
him, is to try to accept your words. I think there are 
some other factors, mixed factors, in here. It is not 
just a straight line, not quite. 


Mr. Wolf: I wonder if, to assist the record, Mr. Mastor, 
you would care to rephrase that question, particularly your 
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use of the phrase ‘‘these towns’’ and the related phrase 
of ‘‘other towns’’? 

Mr. Mastor: Yes. 

Mr. Wolf: As you asked it I know I had trouble trying 
to follow which you were talking about. 


By Mr. Mastor: 


Q. It is simply this. There are certain 7(a) communities 
in this proceeding which Northern has said we will agree 
to serve these communities. There are others, I believe 
there are 7(a) communities which Northern says, we do 
not propose to serve these communities at this time. Am 
I to assume anything, either pro or con, from the fact 
that you have accepted some and rejected others on this 
ecnomic feasibility point? A. No. The acceptance or 
rejection in this case has been one totally—or I think in 
most every case, one of whether they were consistent in 
requesting gas, meeting the branch line formula, period. 

Presiding Examiner: In other words, it turned on other 
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factors, did it not? 
The Witness: Yes, sir. 
Presiding Examiner: It did not turn solely on that? 


By Mr. Mastor: 


Q. When was Northern’s new town policy adopted by it? 
A. I cannot give you a precise date. I’m sorry. Since 
1955, I believe, we have been pursuing this matter and 
have, I think, developed our basic policy, perhaps in 1956, 
and there have been modifications, and we have been utiliz- 
ing the same policies since, oh, the end of 1957. But I am 
not positive of that date. 

Q. Well, has the new town policy of Northern, as we 
know it in this case, been used for any new towns for 
which a certificate has actually been granted and the con- 
struction added onto the system? <A. No. 
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Q. So that so far as this new town policy is concerned, 
no additions have been made to Northern’s line in the past 
under it? A. I think that is correct. 

Q. And if we have seen anything in the transcript about 
following Northern’s consistent policy under this new town 
policy, it was at least limited to following it in making 
applications for towns? 

Mr. Wolf: Excuse me a moment, Mr. Examiner. May 
I have 
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that question read back, please? I am not sure I under- 
stand it. I may want to object. 
Presiding Examiner: Read it back. 


(The pending question, as recorded, was read by the 
reporter.) 


Mr. Mastor: By that I mean—if I could help you out 
there, Mr. Wolf—by that I mean the consistency of North- 
ern in following its new town policy has been consistency 
in making applications for towns and not consistency in 
adding towns under this policy. 

Mr. Wolf: Is that the question you want to ask? 

Mr. Mastor: Yes. 

Mr. Wolf: I have no objection to that question. 

The Witness: I think that is correct. 


By Mr. Mastor: 


Q. Are you aware that Northern’s new town policy 
freezes Northern’s present system average cost of pur- 
chased gas at the 1959 levels for five years? A. Yes. 

Q. Do you believe that is a fair and reasonable assump- 
tion to make, that the average cost of purchased gas will 
remain constant for Northern’s entire system in the next 
five years? A. I think it is as good an estimate as can 
be made at this time. 
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Q. Could you tell me what has happened to Northern’s 
average cost of purchased gas for the past five years, 
roughly speaking? A. I cannot go back for five years, but 
it is a known fact that the average cost, wellhead price of 
gas, has gone up in recent years. 

Q. It increases at a certain amount almost every month, 
does it not, Mr. Strauss, zero point something? A. I do 
not know that. 

Q. You are aware that it has at least been the same in 
a term of years since Northern’s cost of purchased gas 
has remained constant? A. I can’t—what you mean by 
years, we are all familiar with the fact that in recent 
years the wellhead price, average wellhead price of gas 
has risen. What the future is and matters of wellhead 
costs of gas are very much up in the air these days, and 
there are many uncertainties: and to what the cost is going 
to be tomorrow, why, I do not think anyone—I am not in 
a position to speculate. 

Q. Don’t you believe that Northern’s new town policy 
would be more meaningful, at least insofar as it contains 
this average cost of purchased gas, if we would calculate 
what the cost of gas would be on an average basis for the 
next five years based upon Northern’s experience for the 
past five years? 
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A. No, sir. 

Presiding Examiner: You would scare all the customers 
to death. (Laughter.) 

Mr. John McGrath: That is all right with me. 
(Laughter.) 

Mr. Mastor: Will the record show that that last comment 
was by a man from the coal interests and not by any gas 
distributor. 


148 
(3342) 


3342 


Q. Assume, Mr. Strauss, that a group of communities 
which would qualify for service under Northern’s new town 
policy would, if added to Northern’s system, result in a 
rate of return on the new facilities of less than 6 per cent 
in the fifth year of operations. Now, under that assump- 
tion, would Northern’s new town policy be too liberal, 
particularly from an economic feasibility standpoint? A. 
I do not know. 

Q. Does Northern have any policy regarding what im- 
pact upon the earnings or rate of return of Northern 
Natural Gas Company new communities should have? A. 
With respect to new communities, Northern’s policy, in 
this case and in past cases, is as has been represented here 
as Northern’s new town policy, which I think we discussed 
based on the fifth year situation as to main line costs, 
branch line costs, variable costs and leaving a balance left 
over for the balance of the system. 


Q. And that is the only policy that Northern has with 
regard to the addition of new communities? A. Yes, sir. 
Q. The logical conclusion from this position, I assume, 
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then, Mr. Strauss, is that regardless of the impact on 
Northern’s rate of return Northern will add all communi- 
ties that meet its new town policy? A. That is the policy 
that has been followed in this case. 

Q. And previously, at least in some applications, I under- 
stand? A. And proposed in earlier applications. 

Q. And so far as the future is concerned, what is North- 
ern’s present disposition on the new town policy for the 
future? A. With respect to Northern’s plans and pro- 
posals in the future, we will review the situation as we have 
done from year to year. We may or may not continue 
to follow the policy that we have proposed in this case. 

Q. For the moment we have it as it is in this case, 
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however; that is the only point I was going to, A. This is 
the only thing Northern has proposed. 

Q. In Northern’s Exhibit No. 57, Mr. Strauss, the rate 
of return is shown at 614 per cent. Is it Northern’s policy 
that its minimum rate of return is 61% per cent at this 
time? A. Northern is proposing a rate of return at 64% 
per cent in its most recent rate increase application, and 
that is what it is going to contend for. 
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Q. Exhibit No. 57 also shows that the estimated rate 
of return for Northern’s system as a whole for the first 
year operation of the G-17486 communities results in a 
systemwide rate of return of 5.61 per cent. What is 
Northern’s policy regarding the filing of a rate increase 
to recover the difference between 6.5 per cent and 5.61 
per cent as shown in Exhibit 57? 

Presiding Examiner: A little early, is it not? 

Mr. Mastor: Your Honor, it seems that this would be 
very material on the impact and possibly there might be 
some people in the room who are interested in the answer. 

Mr. John McGrath: And besides, the witness seems to 
want to answer it. 

Presiding Examiner: I was just commenting, 

Go ahead. You have got your present case based on 
the present proposal for an increase, have you not? 

The Witness: Yes, sir. 

Presiding Examiner: All right, take off from there. 

The Witness: Well, as to whether or not Northern will 
file a rate increase in conjunction with this particular 
exhibit is something that Northern is not in a position to 
say today. You are certainly correct, Mr, Examiner, when 
you say it is too early. There are so many factors that 
determine a rate increase filing. It is Northern’s total 
operations that govern. 
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The attachment of these communities has an effect on 
the so-called rate of return that Northern will get from its 
operations. There are always pluses and minuses in your 
total system operations that work. It is true we have 
experienced recently increases in some gas purchase costs. 
Here are these exhibits here which show that if we con- 
nected these towns up in the manner in which they are 
shown in these particular exhibits, that it earns something 
less than a 6% per cent return in the first year of op- 
erations. 

But to say that because of that Northern will be required 
to file an increase is something we just do not know. If 
these towns—for example, if we got a certificate issued 
to us sometime in July, we know we are not going to 
connect all these towns in one year of operation. And that 
fact alone changes the whole picture as to the economics. 


If you are asking me whether or not Northern is going 
to endeavor to obtain a 614 per cent rate of return on its 
operations, I will tell you they are. 

Presiding Examiner: You left out one thing. You should 
say, but look, we are going ahead anyhow. (Laughter) 

The Witness: That is what we are proposing in this case. 


. * * & * ° * * ° 
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Jack L. Weiss 


was called as a witness and, being first duly sworn, was 
examined and testified as follows: 


Direct Examination 
By Mr. Steffey: 


Q. Please state your name, residence and employment. 
A. My name is Jack L. Weiss. T reside in Silver Spring, 
Maryland, and J am employed as a public utilities specialist 
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by the Federal Power Commission under title of Public 
Utilities Specialist. 

Q. Will you briefly describe your education and experi- 
ence? A. I have had approximately 15 years experience 
with gas and electric public utility rates, cost analyses, con- 
tracts, tariffs and related public utility matters. 

I was graduated from Brooklyn College, New York in 
February 1943 with a degree of Bachelor of Arts. I have 
completed all the required courses for a degree of Master 
of Arts in Economics at American University Graduate 
School, Washington, D, C. Additionally, I have taken 
courses in public utility regulation in the Graduate School, 
United States Department of Agriculture, Washington, 
D.C. 

I accepted a position as a junior rate investigator with 
the Federal Power Commission in March 1943, and except 
fora 
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two-year period from March 1944 to February 1946 when 
I was employed by the National War Labor Board, I have 
been employed continuously by the Commission since that 
time. During this period of approximately 15 years, my 
work covered the major areas of the Commission’s rate 
regulatory authority, that is, electric power companies and 
gas pipeline companies. My duties involved the analysis 
and review of utility rates and charges, analysis of costs 
and operations, and the preparation of reports and recom- 
mendations to the Commission on filings made by natural 
gas and electric utility companies. In the course of these 
duties, I have prepared cost of service studies, cost classifi- 
cations, allocations of costs and related studies for use in 
conferences and reports to the Commission, in such dock- 
ets as: 

Colorado Wyoming Gas Company, Docket No, G-11848 

Cumberland & Allegheny Gas Company, Docket No. G- 
17226 
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Midwestern Gas Transmission Company, Docket No. G- 
16841 

Transwestern Pipeline Company, Docket No. G-14871 

Q. Will you now turn to the document which has been 
marked for identification as Exhibit 180? Was this exhibit 
prepared by you or under your direction or supervision? 
A. Yes, it was. 

Q. In general, what is the purpose of this exhibit? A. 
The purpose of this exhibit is to place in the record a state- 
ment of Northern Natural Gas Company’s cost of service 
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and the components thereof which reflect an assignment of 
fixed costs and operating expenses between demand and 
commodity cost elements following the principles set forth 
in the Commission’s Opinion No. 281, Docket No. 2217, 
Northern Natural Gas Company. I might add, that in 
general the methods employed are consistent with those 
used by Northern’s witness, Mr. Blease, in preparation of 
his Exhibits Nos. 10 and 58, a portion of which he has 
designated as ‘‘FPC Method.” It should be noted that 
the designation of Transmission Division covers the same 
area of the company’s operations as has been specified by 
Northern’s witness, Mr. Hultquist, as including all costs 
up to and ineluding the town border stations. 

‘All of the costs, excepting return and income taxes of 
Northern Natural Gas Company and Permian Basin Pipe- 
line Company, were taken from Exhibits Nos. 9, 10, 50, 57, 
161, 170 and 172 in this proceeding, and from work papers 
made available to the staff by Northern Natural. 

Mr. Steffey: Mr. Examiner, I now offer Exhibit No. 180 
in evidence. 

Presiding Examiner: It is admitted. 


(The document referred to, heretofore marked for iden- 
tification as Exhibit No. 180, was received in evidence.) 
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By Mr. Steffey: 


Q. Is it correct, therefore, that your Exhibit 180 is 
based in part upon the figures introduced by Northern 
Natural 


3531 


Gas Company? A. Yes. 

Q. Is the staff sponsoring the cost figures of Northern 
Natural Gas Company as submitted here? A. Where the 
staff believed it appropriate, the figures of Northern Nat- 
ural Gas Company have been used so that there would be 
available to the Examiner and the Commission a statement 
of that company’s cost of service developed through appli- 
cation of the method specified in Opinion No. 281. It will 
be noted that the staff has used a 6% return and associated 
income taxes. Additionally, the company’s working capital 
has been adjusted to eliminate minimum bank balances 
amounting to $4,154,900 as shown in Exhibit 57, Schedule 5, 
Column i, line 10 and to increase the offset against Pre- 
liminary Rate Base from 33.333% of Federal Income Tax 
Accruals as shown in Exhibit 57, Schedule 2, Column e, 
line 28 to 50% of such accruals. 

Q. Does that complete your explanation of Exhibit No. 
180? A. Yes, it does. 

Q. Now, will you direct your attention to the document 
marked for identification as Exhibit No. 181? Will you 
state whether or not this exhibit was prepared by you or 
under your direction or supervision? A. It was. 

Q. Will you describe the exhibit briefly and state the 
purpose for which it is presented? 
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A. The preceding Exhibit No. 180 develops a cost of service 
which is different from the cost of service presented by 
Northern Natural in these proceedings. The purpose of 
Exhibit No. 181 is to allocate among the existing and pro- 
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posed Zones of Northern Natural the cost of service which 
was developed in the preceding exhibit, Exhibit No. 180. 
The method of allocation used here represents the demand- 
mile and commodity-mile allocation method which was 
adopted by the Commission in Opinion No. 281. Here 
again, the staff has employed the FPC method used by 
Northern’s Witness Blease, in preparation of his Exhibits 
Nos. 10 and 58, utilizing the work papers made available 
to the staff by Northern Natural. 

Mr. Steffey: Mr. Examiner, I now offer Exhibit No. 181 
in evidence. 

Presiding Examiner: It is admitted. 


(The document referred to, heretofore marked for iden- 
tification as Exhibit No. 181, was received in evidence.) 


By Mr. Steffey: 
Q. What basis, adopted by Northern Natural in its FPC 


Method, did you use for purposes of allocating demand 
costs among the several Zones? A. In the absence of data 
as to the use of Northern’s facilities during the peak period, 
third year of operation, I used contract demand as a 
measure of demand responsibility. It should be noted, 


however, that the Commission has never 


3533 


recognized as proper the allocation of demand costs by 
contract demands and has consistently used deliveries on 
the single day peak or 3-day sustained peak period on the 
system as a means of demand cost allocation. In Opinions 
Nos. 228 and 281 the Commission adopted a 3-day peak 
period for purposes of assigning demand costs. 

Q. Since the Commission has never recognized as proper 
the allocation of demand costs by contract demands, why 
have you utilized contract demands in this case? A. At 
Transcript 269-270, Northern’s Witness Blease indicated 
“the three-day peak which would be used in the Commission 
method is the same as the contract demand.” 
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Q. Is there anything further you would like to add with 
respect to Exhibit No. 181? A. Yes. There are two very 
minor differences in contract demand and annual sales 
figures used by the staff and as read into the record by Mr. 
Case, Transcript 2980, with respect to system saleable 
capacity and by Mr. Moylan, Transcript 3063, with respect 
to sales volumes. Whereas Northern showed Total System 
Saleable Capacity, Third Year, of 1,572,108 Mef (Tran- 
script 2980, line 14), which includes present system, G- 
17485, G-17486 and the 24 additional communities it agreed 
to serve, the staff Exhibit No, 181 uses 1,572,946 Mef 
(line 39.) The difference of 838 Mef, or less than 1/10 of 
1% is due to a reduction in the amount of capacity for 
1958-59 to Northern’s present customers. 
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Since this difference became apparent to the staff at a 
late date and it was doubtful as to which Zones would be 
affected thereby, and in view of the inconsequential nature 
of the difference, no adjustment was made in the staff’s 
figures. 

Similarly, with respect to annual volumes, the difference 
represents less than 1/10 of 1% and stems from the fact 
that the staff increased annual sales by 454,992 Mef, as 
shown on Exhibit No. 50, and to which Mr. Blease testified 
at Transcript 1014 that such additional sales would be 
associated with the increase in contract demand of 4156 
Mef in Docket No. G-17485. I might add that the addi- 
tional expense associated therewith is likewise included 
in the staff’s Exhibits Nos. 180 and 181. 

Q. Referring to sheet 2 of Exhibit 181, what do the 
several columns show? A. Column (b) shows the alloca- 
tion of cost to jurisdictional sales in each of the present 
Zones and proposed Zones B and C. Column (e) shows the 
revenues produced by application of Northern Natural’s 
presently effective rates for Zones 1, 2 and 8 as filed with 
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the Commission in Docket No. G-15335 and the rates pro- 
posed by Northern for Zones B and C. 
Column (d) shows the excess and deficiency of the reve- 
nues for each of the Zones and total of all Zones. 
Columns (e) and (f) show the average cost per Mef 
allocated to each zone and the average revenue per Mef, 
respectively. 
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Columns (g) and (i) show the total demand and com- 
modity costs, by Zones, respectively, and Columns (h) and 
(j) show the unit costs of demand and commodity, re- 
spectively. Columns (k) and (1) show the average miles 
of haul. 

Q. Does that conclude your testimony with respect to 
Exhibit No. 181? A. Yes, it does. 


John W. Fleer 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


By Mr. Smith: 


Q. Will you please state your name and address? A. 
John W. Fleer, 29 South Main Street, Council Bluffs, Iowa. 

Q. Will you state briefly your educational and profes- 
sional background? A. I am a graduate of Washburn 
University, Topeka, Kansas, where I majored in accounting 
and later attended the Harvard Graduate School of Busi- 
ness. I hold a certificate as a Certified Public Accountant 
issued by the State of Kansas. I am a member of the 
American Institute of Certified Public Accountants, Ameri- 
can Accounting Association, and American Gas Association. 
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Q. What is your present occupation? A. I am Vice 
President of the Council Bluffs Gas Company, Council 
Bluffs, Iowa, and in addition I have served as a utility 
consultant on various occasions, 
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Q. Before describing Exhibit 184 in detail, will you state 
generally the scope of the exhibit as a whole? A. Exhibit 
184 was prepared in order to present the economic impact 
of the new service as now proposed in Dockets G-17485 and 
G-17486 for the first three years of operation. The 
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cost studies presented originally by the Company, Exhibits 
9 and 57, were based on the original filings in the two 
dockets. During the course of the hearings substantial 
alterations in the filings were made including the elimina- 
tion of certain communities, the addition of other com- 
munities, and the revision of contract demand and annual 
sales estimates to conform generally with the customer 
estimates. 

The effect of these changes was partially shown for only 
the third year of operation by a series of revised exhibits. 

Exhibit 184 was prepared in order to place in the record 
for the first, second and third years of operation the total 
effect of such revised proposals on the system as a whole. 

Q. Will you now explain how the revenues and costs 
appearing on Schedule 1 were computed? A. Schedule 1 
is a summary of the studies by years appearing on Sched- 
ules 2, 3 and 4, 

Presiding Examiner: Let me suggest right here, before 
you go into the merits, isn't it appropriate to offer your 
exhibit now? You have qualified it. Now you are going 
into the substance of the testimony. 
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Mr. Smith: We now offer in evidence Exhibit 184. 
Presiding Examiner: Any objection? 


(No response.) 
Presiding Examiner: Hearing none, it is admitted. 


(The document referred to, heretofore marked for iden- 

tification as Exhibit 184, was received in evidence.) 
3580 

Presiding Examiner: Now go into the merits. 

You finished that answer, didn’t you? 

The Witness: No, I didn’t. 

Presiding Examiner: I’m sorry, I thought you had or 
I wouldn’t have broke in. Go right ahead, 

The Witness: These studies may be best explained by 
first referring to Schedule 4. 

Schedule 4 shows the revenues and costs for the third 
year of operation. The source of lines 1 to 6 appear on the 
schedule. The revenues in column (b) were computed at 
town border rates for both jurisdictional and non-jurisdic- 
tional sales in order to place the revenues and costs on 
a comparable basis. 

The total costs on line 7 include an appropriate amount 
of the Permian Basin Pipeline gathering costs but none 
of the constant costs of Northern’s gathering system oper- 
ations. The third year average unit cost of $6.61 per Mef 
of contract demand as computed on the basis of costs as 
classified in Exhibit 174 was added on line 8. The identifi- 
cation of specific gathering facilities with Dockets G-17485 
and G-17486 is not possible inasmuch as such facilities 
have been and are the subject of other dockets, however 
the amount included on line 8 represents a minimum amount 
that should be included herein. 

Line 9 shows the total revenues less cost of service for 
the third year of operation of the proposed facilities in 
Dockets G-17485 and G-17486. 
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Schedules 2 and 3 represent comparable studies for the 
first and second years of operation computed in the same 
manner as Schedule 4. The resulting revenue deficiency 
for the first year appearing on Schedule 2 is $8,694,057 and 
for the second year totals $6,868,432 as developed on 
Schedule 3. 

Schedule 1 is a summary of Schedules 2, 3 and 4. It 
should be noted that the total revenue deficiency for the 
first three years would amount to $21,268,893. This defi- 
ciency would be increased if the sales estimates as now 
reflected in the record are not realized. 

Mr. John McGrath: 21 million 268 what? 

The Witness: 893. 


By Mr, Smith: 


Q. What would the first year revenue deficiency of 
$8,694,057 amount to per Mef of system contract demand? 
A. The deficiency per Mef of contract demand would 
amount to $6.04 annually, or 50 cents per month. This 
amount was computed by dividing the $8,694,057 deficiency 
by the proposed system first-year contract demand of 
1,438,702 Mef, which excludes the Kansas Argus system and 
drilling and pumping sales. 

Q. Will you now refer to Schedule 5 and explain that 
schedule? A. Schedule 5 develops the rate of return on 
service as proposed for the first three years of operation. 
The method of determination is the same as employed 
in Exhibit 172. The source 
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of line 1 is Schedule 1, line 3. Line 4, return included in 
cost of service, and line 6, rate base, were developed in 
connection with the preparation of Schedules 2, 3 and 4. 

Q. Will you now explain Schedule 6? A. Schedule 6 
is an analysis of the gross transmission plant investment 
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for the present system as compared to the proposed addi- 
tions for the first and third years of service. Lines 1 to 8 
show the transmission investment as classified herein. 
Lines 15 to 22 show the investment per Mef of capacity. 

Line 17, or main line investment per Mef of capacity, 
represents the present main line system and the proposed 
looping and compressor additions along the existing sys- 
tem. Line 18 is the investment in branch lines of 10-inch 
diameter and under. Line 20 represents the proposed ex- 
tensions, both main and branch, north of Farmington, 
Minnesota. Line 21 is the investment in branch extensions 
from the present system south of Farmington. 

Q. Will you point out what you consider to be the most 
important facts developed on this schedule? A. Line 22 
or total plant per Mef of capacity should be noted since 
the third year proposed additions would be $454 as com- 
pared with the present system average of $255. In fact 
the investment in extensions both north and south of Farm- 
ington, lines 20 and 21, exceed the present investment in 
the total transmission system. The third year investment 
in branch lines south of Farmington for example is $279 
as compared with an 
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average investment of $41 in present system branch lines. 
It is this greatly increased investment per unit of capacity 
in small-diameter lines that results in the revenue deficien- 
cies previously discussed. 

Q. Have you made a study of maximum investment that 
ean be made in branch line extensions without creating 
revenue deficiencies? A. Yes, I have. Schedule 7 repre- 
sents such an analysis assuming various load factors, pres- 
ent Zone-3 rates, and representative main line cost factors. 
Column (a) is the assumed load factor. Column (b) is 
the annual revenue at Zone-3 rates for each Mef of contract 
demand. Column (c) represents the estimated cost of 
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service to the point of branch line take-off. The cost 
factors are detailed at note (2) and the derivation shown 
on Schedule 8. The maximum branch line investment, 
Column (c), is derived by assuming that the annual cost 
of service on such lines equals 16% of the gross invest- 
ment. This percentage was the average cost for the fifth 
year of service as computed from Exhibit 173. 

The maximum investment would vary from $27.06 at 30% 
load factor to $147.69 at 100% load factor. 

Q. Does that complete your explanation of Exhibit 184? 
A. Yes, it does. 


* * * * * * * * * 
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By Mr. Wolf: 


Mr. Fleer, are your working papers available? A. Yes. 
Q. Here in Washington? A. Yes, they are. 
Q. And I assume they can be made available to us. A. 


They can be. 
Mr. Wolf: Thank you. 
Presiding Examiner: Any other questions? 
Mr. John McGrath: Just one. 


By Mr. John McGrath: 


Q. Mr. Fleer, when you discussed line 8, Schedule 3, 
1 didn’t quite understand what you meant. Did you have 
to compute this figure yourself, or did you take it from 
some exhibit? A. It was computed from the information 
contained in Exhibit 174, and it includes specifically all of 
the constant gathering costs, excluding those applicable 
to the Permian Basin Pipeline Company. 

Q. Now, turn to Schedule 6, line 21. 

Did I understand you correctly that the $279.00 there is 
comparable to the branch costs, on facilities of less than 
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10-inch diameter, of $41.00 on your present system? A. 
That’s correct. 
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Q. In other words, where did you obtain the $41.00? A. 
The $41.00 was computed by dividing line 4, branch line 
investment of $55,068,044, by the present system capacity 
appearing in line 10. The $55,000,000 figure was furnished 
by Northern Natural Gas Company. 

Mr. John McGrath: That’s all, thank you. 

Mr. Roach: Mr. Examiner, might we ask one or two 
questions of Mr. Fleer for clarification? 

Presiding Examiner: Sure. 

Mr. Roach: There was a matter developed here that I 
would like to have made a little more explicit. 


By Mr. Roach: 


Q. Mr. Fleer, will you direct your attention to Schedule 
7 of Exhibit 184 and state what you want us to conclude 
from the information shown thereon? <A. As I have 
stated, this schedule shows the approximate amount that 
could be invested in branch lines at the various load factors 
without creating a revenue deficiency. 

Q. Well, for example, then, looking at line 3, is the con- 
clusion to be drawn that, at 75 per cent load factor, North- 
ern could afford to invest under your theory 94.54 cents 
per Mef of contract demand for branch line construction 
to any given point? A. Assuming Zone-3 rates and the 
main line cost and cost 
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of gas as computed in this schedule. 

Mr. Roach: I believe that’s all, Mr. Examiner, at this 
time. 

Presiding Examiner: All right. 

Mr. Hunt: I have one question, if I may, Mr. Examiner. 


By Mr. Hunt: 


Q. Mr. Fleer, on Schedule 6—perhaps you testified to 
this. If you did, I didn’t hear it, and I beg your indul- 
gence to give me the answer now. 
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Where did you get the present system capacity shown 
in line 10? A. Transcript 2978. 

Q. Is that design capacity, or is that sales capacity, or— 
A. That is the present—the contract demand for the pres- 
ent system. 

Q. Did you state with respect to line—the relationship 
between line 20, for instance, and line 18, when you were 
comparing the third-year extension figures with the present 
system, that those figures appearing in Column (d), lines 
20 and 21, include both main and branch or only what you 
characterize as branch? A. I stated that north of Farm- 
ington, line 20, included all investment, both the main 
and branch, in other words, the proposed Farmington- 
Duluth 24-inch line, and south of Farmington included only 
those branch lines taking off from the existing 
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main line system. 
Mr. Roach: Thank you. 
Presiding Examiner: Any other questions? 


(No response.) 


Presiding Examiner: Is it your thought that you are 
reserving cross-examination? 

Mr. Wolf: I beg your pardon, sir? 

Presiding Examiner: Is it your thought that you are 
reserving cross-examination ? 

Mr. Wolf: Yes, sir. 

Presiding Examiner: You are excused subject to cross- 
examination. 


(Witness temporarily excused.) 
* * * 2 * 
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Terrence P. O’Brien 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 
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Direct Examination 
By Mr. Mastor: 


Q. Mr. O’Brien, will you please state your full name and 
address? A. Terrence P, O’Brien, 739 Marquette Avenue, 
Minneapolis, Minnesota. 

Q. What is the position you now hold with the Minne- 
apolis Gas Company? A. I am Assistant to the Vice 
President and Treasurer. 


Q. Will you briefly describe this exhibit and state its 
purpose? A. Exhibit 185 shows the effect upon Minne- 
apolis Gas Company of the certification of facilities to serve 
the 342 communities proposed in Docket Nos. G-17485 and 
G-17486 and the economic feasibility of service to the 
various communities. 

Mr. Mastor: Mr. Examiner, at this time we offer Exhibit 
No. 185 in evidence. 

Presiding Examiner: Hearing no objection, it is ad- 
mitted. 


(The document referred to, heretofore marked for iden- 
tification as Exhibit No. 185, was received in evidence.) 
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Q. Would you please turn to the schedule under Tab 1 
of this exhibit and please explain that schedule? A. This 
schedule, as the title shows, measures the effect upon 
Minneapolis Gas Company of the revenue deficiency appli- 
eable to the proposed facilities for the first, second and 
third year of operation. 

In various exhibits and at several places in the tran- 
seript Northern Natural has submitted evidence of the 
contract demands, annual sales, revenues and costs attrib- 
utable to the facilities proposed in these two dockets. With 
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the addition and withdrawal of various communities, and 
the changes in the contract demand and market estimates, 
the final revenue and related cost of service estimates 
for the first three years of operation had not been com- 
pletely consolidated in the record prior to Mr. Fleer’s 
testimony. Mr. Fleer of Council Bluffs Gas Company has 
shown such a consolidation in his exhibit, Exhibit No. 184, 
and how he arrived at it from the data in the record. The 
data which I show on lines 1, 2 and 3 of the schedule under 
Tab 1 of Exhibit 185 were furnished to me by Mr. Fleer. 

Line 1 shows the deficiency in revenues for the facilities 
proposed in Dockets G-17485 and G-17486 to be $7,822,905— 
and, incidentally, this is before the $6.61 gathering cost—in 
the first year of operation, $5,639,355 in the second year, 
and $4,180,162 in the third year. Lines 2 and 3 show the 
estimated contract demands and annual volumes of both 
presently 
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served and proposed communities. Transcript 2978, 2979 
and 2980 show the contract demands. The volumes are 
shown at Transcript 3062. 

Lines 5 and 6 are computations which set forth the por- 
tion of the revenue deficiency on line 1 which would be 
applicable to the Minneapolis Gas Company on a contract 
demand or annual volume basis. For the first year of 
operation, of the $7,822,905 revenue deficiency on line 1, 
1824% or $1,460,486, would be applicable to the Minne- 
apolis Gas Company on a contract demand basis. This 
1824% represents the ratio of the Minneapolis Gas Com- 
pany’s 275,000 Mef contract demand to the total contract 
demand of 1,473,002 Mef as shown on line 2. Using this 
same principle, the Minneapolis Gas Company’s pro rata 
share of the $7,822.905 deficiency on an annual volume 
basis would be 1214%, or $965,308, as shown on line 6. 
The 1214% is the ratio of the Minneapolis Gas Company’s 
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57,160,600 Mef annual volumes to the 463,232,397 Mef 
first year volumes shown on line 3. 

In summary, then, on the basis of these figures, of the 
expected revenue deficiencies which will be created by the 
connection of the 342 communities which Northern Natural 
has agreed to serve, it appears that it will cost the Minne- 
apolis Gas Company between $965,000 and $1,460,000 in 
the first year of operation, between $679,000 and $1,015,000 
in the second year, between $492,000 and $731,000 in the 
third year, and an 
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indeterminate amount thereafter. 

Q. Does that complete your explanation of the schedule 
under Tab 1? A. It does. 

Q. Will you turn to Tab 2 of Exhibit 185 and explain the 
data set forth therein, but would you please keep your voice 
up? A. In view of the large deficiencies in revenues which 
would be created by the addition of the 342 communities 
to Northern’s system, it seems appropriate to show the 
economic feasibility of each branch. Northern’s witness, 
Mr. Moylan, has sponsored three exhibits, Numbers 165, 
173 and 175, which set forth some of the additional costs 
attributable to the branch lines; however, these exhibits 
did not show all of the incremental costs applicable to 
the branches. Mr. Moylan, in fact. specifically stated, at 
pages 3076 and 3077 of the transcript, that Exhibits 173 
and 175 were not presented to demonstrate the economic 
feasibility of the towns, but merely to set forth the end 
result of applying Northern’s branch line extension policy 
to the proposed communities. 

Since we thus have in the record no figures which show 
the economic feasibility, as far as Northern’s transmission 
division is concerned, of the individual communities or 
branches, I have prepared and set forth under Tab 2 of 
Exhibit 185 what I believe are the minimum factors which 
should be applied to the individual 
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branches to determine whether they will pay for the inere- 
mental cost of service necessary to serve them. 

These factors for the incremental cost of service fall 
into four general categories: One, the variable cost of gas; 
two, the incremental branch cost of service, which includes 
the fixed costs for depreciation, return and taxes, and the 
variable costs for operation and maintenance; three, the 
incremental costs attributable to the additional main line 
facilities necessary to haul the gas to the branch take-off 
point on the main line; and four, the constant costs at- 
tributable to the additional gathering facilities necessary 
to take the gas from the field and deliver it to the main line. 

Taking these factors in the order in which I show them 
on this page, for item 1, the variable cost of gas, the factor 
of 16.15 cents per Mef was used. This is the same figure 
developed by Mr. Blease, and used in Exhibits 165, 173 
and 175. The factors for depreciation, rate of return, 
Federal income taxes, State income taxes, and miscel- 
laneous taxes, as shown in items 2A, 2B, 2C, 2D, and 2K, 
are the same as developed by Mr. Blease, but they are 
to be applied not only to the branch line investment, but 
to the town border station investment as well, since the 
town border station is a necessary part of the additional 
branch investment necessary to serve the communities. 

The ad valorem tax factors shown in item 2F are taken 
from Schedule 8a of both Exhibits 9 and 57, since, 
as Mr. Blease 
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has stated, they are more current than the 1957 ratios 
shown in Exhibits 165, 173 and 175. 

The factors for the incremental costs of operation and 
maintenance of the branch line as shown in item 2G(a); 
namely $290 per mile for branch line under 12 inch, and 
#370 per mile for branch line of 12 inch and over, are 
also those developed by Mr. Blease. 
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As to the factor for town border station operating and 
maintenance expenses which I show in item 2G(b) as 5% 
of the town border station investment, this 5% is the 
approximate ratio of the incremental town border station 
operation and maintenance expense plus customers account- 
ing and collection expenses (as shown in Exhibit 57, Sched- 
ule 6, Sheets 3 and 4, Column p) to the town border station 
investment as shown in Exhibit 54, page 2: 

In item 3 I show the factor of $30 per Mef of contract 
demand which represents the cost of service attributable 
to the additional main line facilities necessary to supply 
the gas to the branch. This figure I believe is on the low 
side. It was developed from this record by taking the 
ineremental transmission constant costs in Docket G-17486 
of $11,389,071 for the third year of operation (the latest 
year for which this data is available), multiplying this fig- 
ure by the ratio of main line investment to total investment 
in Docket G-17486, which is approximately 45%, and divid- 


ing the resulting incremental 
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main line constant cost of $5,125,082 by the total contract 
demand for the third year in Docket G-17486. 

The resulting figure is $31.14 per Mef of contract demand, 
as Mr. Fleer showed by Exhibit 184, Schedule 8, and I 
have used $30 as the cost of service applicable to each Mef 
of additional main line capacity. 

Q. Mr. O’Brien, I note that you also attribute a cost 
to the branches for the constant costs of the facilities neces- 
sary for production, gathering, and purification. Does this 
figure of $13 per Mef of contract demand represent the 
fixed cost per Mef of the additional gathering facilities pro- 
posed in these two dockets? A. No, sir. The $13 figure 
represents the third year, which is the latest year available, 
system average constant gathering cost of $21,488,617, as 


shown in Exhibit 174, divided by the total system contract 
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demand. Exhibit 184, Schedule 8, shows how Mr. Fleer 
arrived at his figure of $13.82. I have used the figure 
of $13, 


By Mr. Mastor: 


Q. Up to this point you have shown only incremental 
costs. However, you have used a system average figure. 
Why is that? A. Because I believe it to be the most repre- 
sentative figure that can be obtained from this record. 
While in the case of main line facilities and branch line 
facilities Northern must await the granting of a certificate 
before it proceeds with construction, the gathering facili- 
ties for new gas supplies are not tied directly to the new 
markets in certificate applications. 

Unless the fixed costs of gathering facilities are assigned 
to the new markets, the underlying assumption would be 


that these markets will require only additional costs for 
main line and branch line facilities. This would be, of 
course, completely unrealistic, for new gathering facilities 
are being constantly installed for these new markets, as 
well as the present market. Because of the timing of the 
new market and new supply certificates, however, the 
incremental fixed costs for gathering 
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facilities do not reveal themselves in a certificate applica- 
tion for new markets. 

For these reasons, I believe that the $13 cost per Mef of 
contract demand for fixed gathering costs, which is the 
third year system average, is a representative figure in 
this ease and should be applied to the requested contract 
demands of the new communities. 

Q. Does that complete your explanation of the data under 
Tab 2 of Exhibit 185? A. Yes, 
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Q. Would you now turn to Tab 3 and explain the pages 
under that tab? A. Pages 1 through 12 under Tab 3 show 
the economic feasibility of each branch in the fifth year 
of service, which Northern Natural has agreed to serve 
by applying the factors set forth under Tab 2. Columns 
(a), (b), (¢), (£), (¢) and (h) were obtained from Exhibits 
165, 173 and 175. Columns (d) and (e), which represent 
the branch line and town border station investments, were 
obtained from Mr. Den’s Exhibits 6, 54 and 169, and include 
the 4% for interest and overheads which Mr. Den has 
testified to at Transcript 177. Column (j) represents the 
total incremental branch cost of service, and was obtained 
by applying the factors under Tab 2 to the applicable data 
for each branch. Column (i) excludes the $13 per Mef of 
contract demand for gathering costs. Columns (k), (1), 
(m) and (n) show 
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the revenue excess or deficiency as to amount, and in 
dollars per Mef of contract demand. Column (k), the 
revenue excess or deficiency excluding gathering costs is 
the difference between the revenue in column (h) and the 
incremental cost of service excluding gathering costs, as 
shown in Column (i), and Column (m) is the difference 
between Columns (h) and (j). 

Q. How are the various branches arranged on the pages 
under Tab 3? A. The first two pages show the branches 
proposed in Docket G-17485 and the iron range area in 
Docket G-17486. The following 10 pages, numbers 3 
through 12, list the remaining branches in Docket G-17486 
which Northern has agreed to serve. 

Q. Does that complete your explanation of the data under 
Tab 3? A. It does. 

Mr. Wolf: Excuse me one moment, please, if I may 
interrupt. Would you allow me, Mr. Examiner, to ask the 
witness a question for clarification? I’m not sure I heard 
him correctly. 
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Presiding Examiner: Yes. 
Mr. Wolf: Do I understand that on pages 1 and 2 of Tab 
3 of Exhibit 185 you have taken the G-17485 branches and 
the Iron Ranges project out of G-17486? 
The Witness: Yes, I have, Mr. Wolf. 
Mr. Wolf: Is that correct? 
The Witness: Yes. 
Mr. Wolf: And, then, for the balance of this tab, the 
remaining communities in G-17486. 
The Witness: Correct. 
Mr. Wolf: Thank you. 
Q. Would you now turn to the pages under Tab 4, and 
explain the data set forth there? A. These pages list the 
branches sect forth under Tab 3 in the order of their 
revenue excess or deficiency per Mef of contract demand in 
‘ the fifth year, beginning with the branches which show the 

highest revenue excess per Mef and continuing down 
' through those which show the largest deficiency. As was 
‘the case under Tab 3, I have shown two groups under 
Tab 4. The first group, those branches shown on page 1, 
are the branches proposed in Docket G-17485 plus the 
iron range area in Docket 
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| G-17486, and the second group, those branches shown on 
pages 2 through 5, are the remaining branches in Docket 
G-17486 which Northern has agreed to serve. 

Q. Does that complete your explanation of Exhibit 185? 
A. Yes, sir, it does. 


* * * * 


By Mr. Wolf: 


Q. Mr. O’Brien, first let us turn to your Tab 4. I 
assume there wherever a figure appears in parentheses 
it is a deficiency? A. That is right, sir. 
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Q. Is that correct? A. That is correct, 

Q. And out of 24 branches covered on page 1, according 
to your methods of calculation there would appear to be 
8 of those branches in which a deficiency occurs, is that 
correct? A. That is correct, Mr. Wolf. 

Q. And on pages 2 through 5 of Tab 4, out of 117 
branches 116 of them, on your basis of calculation, have 
a deficiency, is that correct? 
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A. You are correct again, Mr. Wolf. 

Q. Now, what conelusion do you suggest the Examiner 
or the Commission draw from the material contained in 
Tab 4? A. Actually, I leave that to the Commission. I am 
merely here to state the economic feasibility and the 
factors— 

Mr. Scott: We cannot hear you. 

A. (continuing)—I merely want to present what I think 
are the proper costs that should be attributed to these 
branches to determine economic feasibility. 


By Mr. Wolf: 


Q. In other words, you do not think the Commission or 
the Examiner should draw any conclusion from these data? 
A. I didn’t say that. 

Q. What conclusion do you think they should draw? 
A. Lalready answered your question. 

Q. If I understood you correctly, you said you do not 
know, is that correct? A. I did not say that either. 

Q. Well, suppose you answer the question again. What 
conclusion is it that you want the Commission or that you 
suggest that the Examiner or the Commission draw from 
the data contained at Tab 4 of Exhibit 185? 

Presiding Examiner: Well, that is not a very good way 
to ask the question, if I may suggest. It is not a question 
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of what he wants the Commission to draw, it is a question 
of what the facts show. He presented the facts; he ought 
to know what they show, and we want to know what he 
thinks they show. That is all we are asking. We have a 
right to know that. It is not a case of option. 

You present facts. If you do not know what they show, 
then there is certainly no competence in presenting them. 
Now tell us what they show. That is all we are interested in. 

The Witness: Well, they show— 

The Presiding Examiner: Because, let me just show you 
how fundamental that is. 

Section 7 of the Natural Gas Act, subsection (e), says 
a certificate shall issue if certain facts are found. I have 
said on this record many times, and I repeat it now; under 
the law, you have got to find what is there. If it is there, 
you have got to find it. Now, both sentences are correct. 

So you tell us what is there. 

The Witness: Well, I can tell you what is there. 

Presiding Examiner: All right. 

The Witness: And that is that, if you will refer to Tab 
4, that, of the 24 branches shown there, that 16 of them 
show an excess, revenue excess, after all costs, proper incre- 
mental costs, are attributed to them in the fifth year of 
service; and that all of the remaining on that page show 
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a deficiency after attributing proper costs to them, incre- 
mental costs to them; and that—in the fifth year—and that 
on the remaining four pages, pages 2 through 5, under 
Tab 4, that only the Twin Lakes, Minnesota, branch shows 
an excess of revenues over properly attributable incre- 
mental costs in the fifth year of operation, 


By Mr. Wolf: 


Q. And so far as you are concerned, that is all that this 
Tab shows, is that correct? <A. Yes. 
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Q. Let me ask you— 
Mr. Mastor: Excuse me, Mr. Examiner. 

You state that answer, do you not, Mr. O’Brien, in the 
light of your direct testimony which has just gone into this 
case this morning, and I refer specifically to the testimony 
that appears throughout your direct testimony, regarding 
economic feasibility in this exhibit? 

The Witness: Well, yes. It is subject— 

Mr. Mastor: And did you so understand the answer, 
Mr. Wolf? 

The Witness: Well— 

Mr. Scott: Your Honor, we are going to object to the 
attorney testifying. I think the witness is competent to 
testify, and I think this is improper examination. Mr. Wolf 
has the witness under cross-examination at this time and 
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ought to be able to continue with him. If counsel for the 
witness objects, let him object but not make a speech while 
the witness is being cross-examined. 

Mr. Mastor: Are you objecting to my question to Mr. 
Wolf, Mr. Scott, or — 

Mr. Scott: We object to this kind of examination at this 
time. It seems to me that when he wants to take this 
witness on redirect he may do so, but it is just a little 
out of order at the moment. 

Presiding Examiner: Let us proceed with the cross- 
examination now. 


By Mr. Wolf: 


Q. Let me ask a question now, Mr. O’Brien, with regard 
to the data shown on Tab 1. If I heard you correctly, the 
dollar figures shown in lines 5 and 6 arise from applying 
an 18 per cent and a 1214 per cent factor to the dollar 
figures shown in line 1, is that correct? A. Yes. I was 
trying to explain how it worked. That is just for the 
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‘first year. The second year it would be different ratios. 
But they—the numerator of the ratio for line 5 would be 
' 275,000 Mef and the denominator would be line 2—one 
million, whatever it might be. And that would be applied 
to line 1. 
Q. Now, using it in terms of fractions and for all three 
' years, first, second and third year, the numerator will 
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' be—speaking of contract demand now—275,000 Mef con- 
tract demand— A. That is correct. 

Q. Is that correct? A. That is correct. 

Q. And speaking of annual volumes, the numerator of 
the fraction would be 57,160,600 Mef, is that correct? A. 
Again correct. 

Q. Now, is the 275,000 Mef of contract demand the cur- 
rent contract demand of the Minneapolis Gas Company? 
‘A. We were authorized that 12,000 Mef per day increase 
in contract demand—it is at present, as far as I know. The 
Commission has approved it, yes. 

Q. And what is that 57 million Mef of annual volume 
figure; are those your 1958 annual volumes? A. No, Ac- 
tually, they are taken from Mr. Moylan’s exhibit as to 
markets, as to the annual volumes he shows for the Minne- 
apolis Gas Company. 

Q. Now, the figures then resulting in lines 5 and 6 do 
not reflect any increase in contract demand of the Minne- 
apolis Gas Company or any inerease in annual volumes, 
is that correct? A. Yes, sir. 

Q. They are frozen figures? A. That is correct. They 
follow in the way the other 
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figures are developed. They are frozen. 

Q. Mr. O’Brien, there is a question which has just been 
raised as to the relationship of your exhibit to Mr. Fleer’s 
exhibit, and since, if I understood correctly, your exhibit 
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does reflect certain of Mr. Fleer’s figures— A. Yes, it does. 

Q. Now will you turn to your page 1, line 1? A. Yes. 

Q. And do the figures shown on line 1—there are three 
of them, a 7 million, a 5 million and a 4 million dollar 
figure— A. Right. 

Q. —are they the same figures as appear at line 6 of 
Schedules 2, 3 and 4 of Mr. Fleer’s exhibit? A. Well, it is 
line 6 of Schedule 2, line 7 of Schedule 3. 

Q. I’m sorry. A. And line 7 of Schedule 4 of Exhibit 
184; the last column in each case, that is. 

Q. And otherwise I think your direct testimony clearly 
indicated which of Mr. Fleer’s figures you have used. At 
any rate, you intended so to do, is that correct? A. I 
intended to. 

Q. Yes. A. I believe they do. 
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Q. Are your working papers available here? A. Yes, 


they are, 

Q. And if we read those in conjunction with Mr. Fleer’s 
working papers we could have the two exhibits together, 
is that correct? A. Well, I do not know exactly what 
you mean. 

Q. Well, some of your figures come from Mr. Fleer’s? 
A. Yes, that is true. 

Q. So his working papers— A. That is true. 

Q. It would have to be read in conjunction with your 
working papers in order to get a full understanding of 
what you have done in Exhibit 185? 

Mr. Mastor: I do not quite see that, Mr. Wolf. 

The Witness: I don’t think—well, I don’t want to quarrel 
with you on the point. I testified— 

Presiding Examiner: Anyhow, your working papers are 
available. 

The Witness: Yes, they are. 

Presiding Examiner: Let’s find out what their usefulness 
is by looking at them. 
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Mr. Wolf: That is all we have at this time, Mr. Ex- 
aminer. We will reserve cross-examination of Mr. O’Brien. 
Presiding Examiner: Very well. 


* * * . 


Cross Examination 
By Mr. Wolf: 


Q. Mr. O’Brien, if I understand correctly, the purport 
of the data shown at Tab 1 of your Exhibit 185 is that if 
Northern is certified to construct and operate the facilities 
proposed in Docket Nos. G-17485 and G-17486, there would 
be an effect upon the Minneapolis Gas Company arising 
out of the purported revenue deficiencies shown on line 
no. 1 of Tab 1 of Exhibit 185. A. Yes, sir. 

Q. And the amount of that c¢ffect is shown in lines 5 and 
6 on a contract demand and an annual volume basis for 
the first, second and third vears of operation. A. That’s 
correct. 

Q. Now, is it correct to say that if Northern were not 
certificated at all in Dockets G-17485 and G-17486, there 
would be no effect upon the Minneapolis Gas Company 
arising out of the construction and operation of the facili- 
ties proposed in Docket Nos. G-17485 and G-17486? A. If 
they were not certificated? 

Q. At all. If the Commission were to deny certification. 
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A. Then there would be no effect upon us of the certifica- 
tion of the facilities in those two dockets. 

Q. Okay. And what I am trying to get at is the fact 
that there would be no effect of a dollar kind, a dollar 
amount of any kind, such as you show in lines 5 and 6. 
A. There would be no effect of the certification of the 
facilities in these two dockets if they were not certificated. 

Q. Good. I think we understand one another. 
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Now, would you turn for a moment to Tab 4? 

I think we agreed yesterday that, out of a total of some 
141 branch lines referred to in Tab 4 of your Exhibit 185, 
some 17 of them had revenue excesses—revenues in excess 
of the incremental cost of service as computed otherwise 
in your Exhibit 185. A. That’s correct, sir. 

Q. Now, I will ask you to accept, subject to check, that 
we have computed the total amount of revenues in excess 
of incremental cost of service for those 17 branch lines 
to be in an amount of $2,905,404. 

Would you accept that subject to check? A. Subject 
to check, I will accept it. What was the figure, please? 

Q. $2,905,404. 

Mr. Mastor: Would you just please identify for everyone 
the 17 that you are referring to, perhaps by enumerating 
their 
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line number, and then there will be no doubt. 
Mr. Wolf: Yes. 


By Mr. Wolf: 


Q. And, Mr. O’Brien, I arrived at the figure I just read 
by totalling the dollar amounts shown in Column (d) on 
page 1 of Tab 4, in lines 1 through 16, and— A. Would 
you give me that figure, please? 

Q. That figure alone is $2,905,111. And to that I added 
the figure of $293 shown in line 1 on page 2 of Tab 4. 

Mr. John McGrath: The total is what figure? 

Mr. Wolf; The total of the two figures, Mr. McGrath, 
as I have them, is $2,905,404. 


By Mr. Wolf: 


Q. Would you accept that? A. I will aecept it subject 
to check, yes. 

Q. Now, Mr. O’Brien, if Northern were to be certificated 
to construct and operate the facilities necessary to effect 
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the services proposed from the 17 branch lines to which 
I have referred, then there would be an excess of revenues 
above the incremental cost of service as you have com- 
puted it in an amount of this $2,905,404. A. No, sir, there 
would not be. 

Q. And why would there not be? A. Because I have 
not included the main line cost from Farmington to Duluth 
which would be necessary if these services 
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were certificated. 

Q. Now, have you any computation—have you made such 
a computation? A. I have made one, but it was based 
on what the facilities were in the third year, and I don’t 
know what we would have to add to that line beyond the 
third year to make the increased sales that we show from 
the third to the fifth year. [ could give you the figure, 
the one I computed, based on the third-year facilities, 
but, as I say, I don’t know whether we would need any 
more facilities on that main line beyond the third year. 

Q. And what is the figure that you have? A. It would 
be $2,375,217. 

Q. And will you state again what that figure is sup- 
posed to represent? A. That figure would represent the 
fixed costs attributable—fixed incremental cost attributable 
to the main line from Farmington—excuse me, the main 
line and the compressor facilities from Farmington—that 
are shown for the third year. This would represent the 
cost assuming no increases from the third to the fifth year 
of that line. 

Q. Now, that $2,375,217 figure to which you just referred 
—A. Yes. 

Q. —is that a facilities cost of your computation or a 
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cost of service? A. My computation is the cost of service 
attributable to that main line and compressor facilities, 
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assuming there will be no more compressor facilities or 
main line facilities needed after the third year for the 
main line. 

Q. Without going into detail, Mr. O’Brien, can you 
indicate in a brief manner how the figure was constructed? 
I don’t mean that you have to go into precise detail. Is it 
derived by using a $30-per-Mcf-of-contract-demand basis? 

Mr. Porter: Could I have that question read, please? 

Presiding Examiner: Will you read the question? 


(The pending question was read by the reporter.) 


Mr. Porter: Thank you. 
The Witness: No, sir. That is only by applying the 
factors under Item 2 of Tab 2 of Exhibit 185. 


By Mr. Wolf: 


Q. The factors there shown being related to branch cost 
of service. A. Yes, branch cost of service, except for 


Item 2G(b). There would be no town border station appli- 
cable to those main line facilities. 

Q. I want to go back one moment to your Tab 4, Page 
1, Column (d). 

Now, the figures that you show there are excesses or 
deficiencies above incremental cost of service. 
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A. That’s right. 

Q. Is that correct? A. That’s correct. 

Q. And they in turn are derived from the figures shown 
in Tab 3. A. Well, not derived; they are the figures— 
some of the figures shown in Tab 3, yes. 

Q. Yes. They are the precise figures shown in there. 
A. That’s correct. 

Q. In Tab 3. A. Correct. Some of them. 

Presiding Examiner: Would it bother you if I ask a 
question before you leave that point? 

Mr. Wolf: No. 
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Presiding Examiner: | want to be able to follow this 
if I can. 

You gave a figure for the incremental cost of service, 
I believe you said for the Farmington to Duluth line. I 
don’t know whether I understand quite what that is. You 
say you used the branch line—used these branch line 
factors except for the town border station investment. 
Is that right? 

The Witness: Yes, sir. They would be the same— 

Presiding Examiner: Let me ask you this just to see if 
I understand it. 

Suppose there was only one service to be rendered by 
the 
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Farmington-Duluth branch, which you now have converted 
it into by using a branch line computation, and suppose 
that service were line No. 5 on Page 1 of Tab 4, to wit: 
the service to Duluth, which is a contract demand of 37,212, 
and revenue excess, including gathering costs of $1,089,595. 
Suppose that was the only service that line rendered. 
Would the cost of service according to your computations 
be the same? Would the cost of service for that line be 
the same regardless of the fact that it only had one-town 
service? 

The Witness: Would the cost of the service be the same? 
You would have to consider the main line cost if you were 
going to deal with the ineremental basis. 

Presiding Examiner: In other words, if it was to serve 
only one town, the town of Duluth, you would still have to 
have the same incremental cost. 

The Witness: No, you would have to add in the cost 
of the main line from the Farmington to Duluth take-off 
point. 

Presiding Examiner: That’s what I’m trving to find 
out. What is the figure for cost of service? 
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The Witness: -As I say, sir, I have only computed the 
facilities for the third year for that main line from 
Farmington to Duluth. I don’t have the fifth-year figure 
for the main line for Duluth, as supplied by Northern. 
If they could supply me with that figure, I could compute 
it. As I say, I have given this figure based on the cost 
for the third year. 
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Presiding Examiner: That’s what I’m trying to find 
out. That’s what I’ve asked you a half dozen times. What 
I want to know is what the third-year figure represents. 
Does it represent a cost of service which you have com- 
puted on a basis that ignores the amount of gas put 
across the line? That’s what I’m trying to get at. If 
you are not going to put through that line from Farm- 
ington all the way to Duluth any amount of gas except 
that volume to the city of Duluth, as shown by these figures, 
does the cost of service for the Farmington to Duluth 
line as you have computed it remain the same? 

The Witness: No, sir. You would have to add in the 
cost of that main line. 

Presiding Examiner: Which main line? 

The Witness: The main line from Farmington to 
Duluth. 

Presiding Examiner: That’s what I’ve been talking 
about. I said from Farmington to Duluth, whether you 
call it the main line, the branch line, or whatever you 
eal] it. 

The Witness: The answer is no, it wouldn’t remain the 
same as I show it in Tab 4. It would be increased: by— 

Presiding Examiner: You haven’t shown it in Tab 4. 
You gave a figure of $2,000,000. 

The Witness: I’m sorry, sir. I thought you were refer- 
ring to this $1,089,000. 

Presiding Examiner: What I’m trving to find out is 
what kind of cost of service have you computed. 
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The Witness: Just branch cost of service. 

Presiding Examiner: All right. Now, does the cost of 
service remain the same? Regardless of whether or not 
off of that branch line from Farmington to Duluth you 
serve all of the proposed service that Northern proposes 
or only one town, to wit: Duluth, it remains the same, 
does it, in your concept? 

The Witness: The branch cost of service would remain 
the same. 

Presiding Examiner: All right. 

Mr. Mastor: Mr. Examiner, I wonder if I could ask—I 
thought your question was directed to whether or not the 
$2,375,217 figure would remain the same. 

Presiding Examiner: That’s what I’m talking about. 

Mr. Mastor: Would you answer that question, Mr. 
O’Brien? 

The Witness: In the fifth year of service I don’t know— 

Presiding Examiner: Forget about the fifth year. I’m 
talking about the figure vou gave. Would it remain the 
same if you were only going to serve Duluth? That’s 
all I want to know. 

The Witness: This would not remain the same cost if 
you used the factors for the fifth year. There’s deprecia- 
tion that goes on between the third and fifth year that 
reduces the amount necessary for return. What I gave 
you was the fifth-year cost of the main line from Farm- 
ington to Duluth, assuming no additions beyond the third 
year, but, as I say, | don’t know 
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whether it will need additions beyond the third year. 

Mr. Mastor: Mr. O’Brien, assume that you were going 
to serve Duluth only, and forget about the fifth year. Let’s 
talk about the third year on the main line only. Would 
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your $2,375,217 figure change in the third year if you 
were going to serve the city of Duluth, Minnesota, only? 
The Witness: Yes, it would. It would be higher. 


By Mr. Wolf: 


Q. Mr. O’Brien, where I am troubled, and perhaps you 
can help me out, if I understand you correctly, in arriv- 
ing at the revenue excesses or deficiencies shown in Column 
(d), you have ineinded in the incremental cost of service 
some $30 per Mef of contract demand. A. Yes, I have. 

Q. Which you have described at page 3595 of the tran- 
seript as representing the cost of service attributable to 
the additional main line facilities necessary to supply the 
gas to the branches. Is that correct? A. That’s correct. 

Q. Then, in arriving at the figures shown in either 
Tabs 3 or 4, you have made an allowance of, as you have 
stated, $30 per Mef for main line cost of service. Isn’t 
that correct? A. That’s correct. 

Q. And, having made that allowance, the some 16 
branches that are shown on page 1 of Tab 4 and the ones 
shown on page 2 of 
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Tab 4 develop revenues in excess of your calculated in- 
cremental cost of service. which includes $30 per Mef 
attributable to additional main line facilities necessary to 
supply the gas to the branches. A. Yes. May I explain, 
please? This includes—as I say, [ developed this $30 
figure from the record—the incremental cost in Docket No. 
G-17486 alone. Docket No. G-17486 assumes that the branch 
to Duluth is already built. This $30 figure is a representa- 
tive figure to apply to the main line facilities necessary to 
haul the gas to the branch take-off point, but if you are 
eoing to consider the incremental cost of the Duluth area 
alone, you have to include an additional cost for the new 
main line facilities necessary. 
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Q. Mr. O’Brien, I am not interested in including in this 
series of questions the incremental cost for the Duluth 
extension alone. I am dealing with the totality of vour 
exhibit. 

Now, it appears that you are willing in your exhibit to 
represent—and I am sure you have attempted to do this 
in as accurate a manner as you could—don’t you purport 
to represent in Tab 4 of your exhibit that, out of some 117 
branch lines, there are 17 that generate revenues in excess 
of the incremental cost of service as you have computed it? 
A. Yes, assuming that the Duluth line is built. 

Q. All right. Very good. Now, let’s assume— 
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Presiding Examiner: Let me ask a question right there. 
That is the thing that constantly disturbs me. 

The truth of the matter is, your assumption is that all 
of this gas is sold. That’s your position, isn’t it? Your 
figure is based on the entire proposal, the entire contract 
demand, the entire cost of service, everything about it. 
You are assuming the entire job, aren’t vou? 

The Witness: Yes, sir. 

Presiding Examiner: Therefore, if you take the assump- 
tion such as I have just given you, if you serve only one 
town, these figures don’t tell a thing. 

The Witness: No, you ean’t pick one town out of that. 

Presiding Examiner: All right, that’s what I wanted to 
know. 


By Mr. Wolf: 


Q. All right, let’s take all towns, Mr. O’Brien, in follow- 
ing your answer to me and your answer to the Examiner. 

Based on the figures contained in your Exhibit 185, and 
subject to check on the correctness of the arithmetic, the 
17 branches to which I have referred, then, do generate 
revenues in the amount of $2,905,404 in excess of the inere- 
mental cost of service as you have computed it. Isn’t that 
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correct? A. Assuming that the main line to Duluth is 
built. 

Q. That assumption is implicit in your exhibit, is it not? 
A. Yes. 
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The Witness: Would you read the question before, 
please? 
(The question referred to was read by the reporter as 
follows :) 


“Q, All right, let’s take all towns, Mr. O’Brien, in 
following your answer to me and your answer to the 
Examiner. 


“Based on the figures contained in your Exhibit 185, 
and subject to check on the correctness of the arithmetic, 
the 17 branches to which I have referred, then, do generate 
revenues in the amount of $2,905,404 in excess of the inere- 
mental cost of service as you have computed it. Isn’t that 
correct ?”’ 


The Witness: Yes. As I say, again, assuming that this 
Duluth line is built. You’ve got to attribute some cost 
to this main line from Farmington to Duluth, which I don’t 
show here. Mine is a branch feasibility study, it isn *t over- 
all. That’s why I haven’t shown totals here. 


By Mr. Wolf: 


Q. But your exhibit is constructed on the premise that 
Northern Natural Gas Company will be certificated in 
Docket No. G-17485 and No. G-17486, which includes the 
construction of a Farmington to Duluth line. Isn’t that 
correct? <A. Yes. 

Mr. Mastor: Just a minute. There’s an error— 

Mr. Wolf: Mr. Mastor, I want to help you get out of 
town, and if you will just wait until I am finished, you will 
get out 
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of town, because you will have an opportunity to ask your 
witness questions on redirect in an orderly fashion. 

Mr. Mastor: Mr. Examiner, I seek to have a true story 
reflected in this record, not any double innuendos or 
conundrums in Mr. Wolf’s questions here. 

Presiding xaminer: Object to the question, then, not 
the answer. Let’s go ahead. 


By Mr. Wolf: 


Q. Mr. O’Brien, if the 17 branch lines to which I have 
referred do generate revenues in excess of the incremental 
cost of service which you have calculated and used in Ex- 
hibit 185, does that have an effect upon the Minneapolis 
Gas Company if Northern is certificated to construct and 
operate those branch lines? A. I believe it would. 

Q. What effect? A. I believe that the certification of the 
facilities necessary to show the towns which I show as 
the fifth-vear revenue excess will help us in the fifth year 
by tending to lower our own costs. 

Presiding Examiner: May I ask a question there? 

The Witness: Yes, sir. 

Presiding Examiner: Let’s take page 3 of Tab 4, and 
let me ask a specific question, which [ think again will 
illustrate what this thing means, 
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On page 3 you have Decorah, Iowa. That’s No. 53 
branch line. If I am not mistaken, that shows the largest 
amount of negative revenue, namely, $682,147 minus 
revenue. Isn’t that correct? 

The Witness: That’s correct, sir. 

Presiding Examiner: Now, I believe—as I say, I am 
just using this as an illustration. I believe that was the 
largest amount of any branch line that you have listed 
here. 
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The Witness: Yes, sir. 

Presiding Examiner: Now, if it is that bad, maybe the 
Commission wouldn’t certificate the building of that branch 
line. So, let’s assume that the Commission doesn’t 
certificate the building of that branch line. So, we take 
that out and we don’t any longer have that. We say 
Northern agrees, and that disappears from the proposal. 
What happens to your figures? 

The Witness: They would, I believe, remain the same. 

I would like to correct what I have said to you hefore, 
that you can’t take any one of these towns individually. 
For anything South of Farmington you can take them 
individually. As to the total north of Farmington, you 
have to consider the cost of these main line facilities, and 
since I am showing the fifth-year cost of service, I don’t 
know what is necessary for that main line beyond the third 
year. Nobody has shown it to my knowledge. 

Presiding Examiner: Well, your factor for the deter- 
mination of the incremental main line cost is $30 per Mef, 
that is, Mef 
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of contract demand. Now, that contract demand is 11 
million something, and you took that from Exhibit 184, 
I believe. Right? 

The Witness: 174 I believe it is, sir. 

Presiding Examiner: I guess it is 174. I wrote over it. 

Decorah has some contract demand, so there is some 
adjustment in that figure alone, isn’t there? And, there- 
fore, you’ve immediately got some adjustment on your 
main line incremental cost, haven’t you? 

The Witness: No, under this method you would have to 
add approximately $30 per Mef less of mfain line facilities 
of the main line. If you took Decorah out, all the other 
figures would remain the same. 

Presiding Examiner: But that one element of the cost 
of the main line service would change, wouldn’t it? In 
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other words, you would have to go back and recompute 
your main line incremental cost of service by taking out 
that much contract demand. Isn’t that right? 

The Witness: You could, but I don’t think it would be 
absolutely necessary. As I say, the figure that is computed 
from the record is $31.14 per Mef of contract demand for 
main line facilities. I have reduced that to $30. Now, it 
could be $29 or $31. 

Presiding Examiner: | realize that it could be, but even 
so, whatever you do to reduce contract demand or increase 
contract demand changes your main line incremental cost, 
doesn’t it? 
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The Witness: It changes it in the total, but not in- 
dividually per Mef. 

Presiding Examiner: Well, I’m talking about what 
you’ve got here to show excess. How do you get excess 


or deficiency unless you use a yardstick, and your yardstick 
is cost of service? 

The Witness: Yes, $30 per Mef of contract demand for 
the main line facilities. 

Presiding Examiner: And that would remain the same 
if you subtracted half of the contract demand. Is that 
correct? 

The Witness: 1 would use the same $30 figure, yes. As 
1 say. the $31.14 figure comes from the record. That may 
change to $31.10 or $34 and something. I don’t really 
know what the exact figure would be without Decorah, but, 
still, | am using this $30 figure as a judgment figure based 
upon the data in the record. 

Presiding Examiner: Well, if you want to stand on 
that, go ahead. The reason 1 can’t follow you on that and 
haven’t been able to follow you is you start with an invest- 
ment figure. Now, that is a facilities cost figure. 

The Witness: Yes. 
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Presiding Examiner: You stand with that? 

The Witness: Yes. 

Presiding Examiner: And you use Mef as a divisor, an.. 
you come out with an average per Mef. Is that right? 

The Witness: That’s right. 
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Presiding Examiner: So if you subtract from your Mef 
your divisor and reduce it, you still come out with the 
same average, but, believe me, I wouldn ats 

The Witness: [If we didn’t serve Decorah, we would 
have less incremental main line cost in Exhibit 174. 

Presiding Examiner: Go ahead. [ think I can evaluate 
it. 


By Mr. Wolf: 


Q. Mr. O’Brien, let’s go back and summarize for a 


moment. 

You just stated that if Northern were certificated to 
construct the facilities and render the serviee proposed to 
the 17 branch lines, based on your Mxhibit 185 and the 
data shown therein, it would appear to you that there would 
he an effect upon the Minneapolis Gas Company, because, 
as I think you said, it would serve to reduce the cost of 
service to you. Do I paraphrase your answer correctly? 
A. I don’t think so. I think we used the assumption that 
the main line from Farmington to Duluth was there, was 
built. IT am not considering the effect of that, which will 
tend to increase cost. 

Q. Are you changing your answer? A. No. I don’t 
believe I said that before. If we can read it back [ can 
check. What I am saying is that this is a branch line 
feasibility study. If you want to get the effect of these 
17 communities, or the 16 on page 1 of Tab 4, you will have 
to add in the fixed cost of the main line from Farmington 
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to Duluth. 

Q. And in computing the excess revenues shown by you 
in Column (d) of Tab 4, Page 1, of your Exhibit 185, you 
have used as an element of incremental cost of service 
$30 per Mef, incremental main line cost of service. Isn’t 
that correct?’ A. I have used that. 

Q. Mr. O’Brien, I would like you to assume for the pur- 
poses of this question that if Northern is certificated to 
provide the service contemplated by the 17 branch lines to 
which we have been referring, there will be revenues in 
excess of the incremental cost of service as you have shown 
it in Exhibit 185. 

Mr. Mastor: I didn’t hear all of that question. 

Mr. Wolf: I haven’t finished it. 

Mr. Mastor: When you are through, could the reporter 
read it back, Mr. Examiner? 


By Mr. Wolf: 


Q. With that assumption, Mr. O’Brien, I wonder—with 
that assumption, will you, by referring to your Exhibit 
185, specifically Tab 4, indicate which of the branch lines 
which now show a deficiency in terms of incremental cost 
of service you would recommend that Northern should 
be certificated to serve? 

Mr. Mastor: I object to the question even before it is 
read back. 

Mr. Examiner, this witness is not here to pre-empt the 
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Commission on certification. Now, if he wants to rephrase 
the question on the lines of economic feasibility and get 
this man’s recommendation on economic feasibility, which 
he is an expert on, that’s well and good, but this man can’t 
recommend to the Commission—it is of no legal consequence 
and is of no worth to the record—on certification, which 
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encompasses far more than feasibility, as T understand it, 
in some cases anyway. 
3640 

Presiding Examiner: Mr. Wolf. 

Mr. Wolt: I do not see that that is an objection to the 
question, Mr. Examiner. 

Mr. Mastor: I object to the question because of its form, 
Mr. Examiner, for the reasons as stated by me in the 
record. 

Mr. Wolf: It is quite obvious that the witness’ answer 
cannot go beyond whatever his qualifications may be. 

Presiding Examiner: Well, let’s ask the witness. Can 
you limit your answer to the basis your counsel suggests? 

The Witness: Yes, I can limit it to— 

Mr. Mastor: I did not hear the answer. 

The Witness: I could limit it to an economic feasibility 
recommendation, or a recommendation on the basis of 
economic feasibility alone. 

Presiding Examiner: <All right. 

The Witness: I would recommend that they serve those 
seventeen communities we have referred to. 

By Mr. Wolf: 

Q. And that is all, sir? «A. That is all. 

Q. On the basis of the limitations suggested by your 
counsel, would your answer be the same, accepting the 
assumption that I asked you to accept, and that is, that 
those seventeen communities, or seventeen branches, 
generate revenues, some revenues in excess of the inere- 
mental cost of service? 


3641 


Mr. Mastor: Before we get that answer, Mr. Iixaminer, 
apparently my objection was overruled or the question was 
modified or something— 
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Presiding Examiner: Well, I allowed the witness to 
modify it, and he said he would limit it to economic 
feasibility, which satisfied your objection, as I understand 
it. 

Mr. Mastor: I withdraw my request, then, to have the 
question reread. 

Presiding Examiner: All right, I think that will clear 
it up. 

And now read this question. The next reporter has this 
question, I am sure. 

Read the last question. 


(The pending question, as recorded, was read by the 
reporter. ) 
A. Could you rephrase your question? 
By Mr. Wolf: 


Q. Surely. A. I don’t understand what you are asking. 

Q. Surely. 

When I used the phrase, ‘‘accepting the limitations 
suggested by your counsel,’’ I mean by that, Mr. O’Brien, 
so that you and T will understand one another, your 
counsel’s insistence upon the fact that you are not in a 
position to do anything other than to express an opinion 
limited by the concept 
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of economic feasibility. Do you understand that? A. Yes, 
T do. 

What opinion do you want me to express, or as— 

Q. Now, with that limitation, you have previously stated 
that you would recommend that Northern be certificated 
to serve the seventeen branch lines to which we have been 
addressing ourselves this morning. A. Yes. 

Q. T am asking you this question: Assuming that those 
seventeen branch lines generate revenues in excess of the 
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incremental cost of service, as you have shown it in Ex- 
hibit 185, to tell me which, if any, additional communities 
or branches you would recommend that Northern be 
certificated to construct and operate. A. None, the way 
Northern has asked to have them served. 

Presiding Examiner: Well, you are going to make money 
out of the deal, are you not, then? 

The Witness: Well, this is the fifth year, Mr. Examiner. 
This certainly is not going to show revenue excesses in the 
first year. 

Presiding Examiner: Well, even so, in other words, 
your position as a witness is that there has got to be such 
feasibility that Minneapolis gets better than an even break? 

The Witness: I do not think that we will get better than 
an even break, even in these communities. 
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Presiding Examiner: You said a while ago you will 
lower your rates if these seventeen were certificated only. 

The Witness: Yes, I said only in the fifth year. 

Presiding Examiner: How about averaging out: suppose 
they let them serve some on the other side, just to let 
Minneapolis stand the way it is now; would that not be all 
right? 

The Witness: If somebody could figure it all right, that 
would be perfectly all right with us from an economic 
standpoint. 

Presiding Examiner: All right, that is what he is asking 
you. That is exactly what he is asking you. 

Mr. Wolf: It is, Mr. Examiner, and it would appear that 
we have the witness’ answer, and I have no further 
questions of Mr. O’Brien. 

Mr. Da Pra: Mr. O’Brien, on page— 

Presiding Examiner: Let me ask you another question. 

Do your figures—l am trying to broaden the hase so 
the rest of you can get this, but I want it on this par- 
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ticular point. I am curious ax to where the cost of gas 
enters into this picture. Docs not your cost of service 
have something to do with the cost of gas or not? 

The Witness: Yes, I include that in each particular 
branch, and that is shown— 

Presiding Examiner: Now, the fact that this present 
cost of gas, taken together with all of the previous costs 
of gas, increases the average cost, enters in here, does it 
not? 
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The Witness: The cost of gas enters into it, yes, sir. 

Presiding Examiner: So some of this deficiency that is 
produced is by reason of the increase in the cost of gas, is 
it not? 

The Witness: Not beyond the year 1959—I base my fig- 
ures on Northern’s figures, which did not show an increase 
after Decemher 31 of 1959, I believe. 

Presiding Examiner: But the fact of the matter is every 
single one of these branch lines is being made measured 
against a cost of service which includes the element of a 
higher average cost of gas, does it not? 

The Witness: Higher than what, sir? 

Presiding Examiner: Higher than the past, five years 
ago? 

The Witness: The cost of gas is higher than in the past, 
yes, 

Presiding Examiner: In other words, if you did not buy 
this new gas and use the previous average cost of gas, there 
would be a different Hine-up on who had excess and who had 
deficieney among these varions branch lines, would there 
not? 

Mr. John MeGrath: I do not think the record shows what 
the previous average cost of gas is, Mr. Examiner. 

Mr. Mastor: Mr. Examiner, in that regard— 

Presiding Examiner: I am asking mathematical ques- 
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tions, is really all I am asking; a matter of mathematics as 
to how he computed this. 
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Mr. Mastor: I tried to get some figures or even some 
indication from Mr. Strauss on the cost of gas, and the 
best I could do was that it had gone up. 

Presiding Examiner: Well, as a matter of mathematical 
logic—and mathematics is logic—if the cost of gas five 
years ago was lower than the cost of gas average you used 
in here, then there would be a different cost of service, a 
lower cost of service, against which each one of these 
branch lines would be measured, is that not right? 

The Witness: Yes, sir. 

Presiding Examiner: So some of the effect here of this 
showing is the effect of the level of the cost of gas, is it 
not? 

The Witness: Yes. 

Presiding Examiner: Now, the next time Minneapolis 
needs gas, additional gas, Minneapolis is going to have to 
pay for a higher level of gas, are they not?’ Some element 
of that is going to enter into that too, is it not, if it con- 
tinues to go up or if this present gas is purchased; is that 
not true? 

The Witness: I believe that would be true, yes, sir. 

Presiding Examiner: So one of the effects that is all 
the way through here is simply the fact that they are buy- 
ing gas late, rather than earlier, when it was cheaper; is 
that not right? 

The Witness: Oh, I would not say that. I am not so 
sure Northern has not purchased earlier than many other 
pipeline 
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companies. You mean later in terms of not buying it 
now— 
Presiding Examiner: Of this volume. 
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The Witness: Yes, for tliix purpose, that is true. 

Presiding Examiner: All right, go ahead. 

When I first started out, I could not remember whether 
there was anything in here that showed the cost of gas. 

The Witness: Yes. 


Cross-Examination 
By Mr. Da Pra: 


Q. Well, along that line, Mr. O’Brien, when Minneapolis 
Gas adds a new customer to its distribution system, say, a 
space heating customer, does it charge that space heating 
customer a different rate than a customer which had been 
attached ten, fifteen or thirty years ago? 

Mr. Mastor: Objection, Your Honor, completely irrele- 
vant to this case. The record is long enough without 
burdening it any more. 

Mr. Da Pra: Mr. Examiner, this follows up your last 
question to the witness. 

Mr. Mastor: T object on relevancy and materiality, too. 
This is a Northern case, not a Minneapolis Gas certificate 
case, 

Presiding Examiner: You may answer. 

The Witness: T will say this, that when we extend our 
lines, there is a limit to how far we will extend for one 
customer, and that is 75 feet, plus an allowance for what 
the 
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facilities that they will do—that they will put in, gas range 
or gas refrigerator, and so forth. 


By Mr. Da Pra: 


Q. Will you answer my question, please? A. You say, 
you asked if it is a different rate? 

Q. If it is a different rate? A. It is the same rate, a dif- 
ferent cost to the householder, depending upon his distance 
from the end of our mains. 
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Q. And that service line has to be in excess of 75 feet? 
A. If the main line is more than 75 feet, he has to pay a 
contribution to us. 

Q. But if it is not— A. If he falls within the 75 feet, 
he will get the main built without any contribution to us. 

Q. And he will pay the same rate as a customer that has 
been on your line for years? A. That is correct. 

Q. Mr. O’Brien, on page 3592 of the transcript, you 
summarize the results of Tab 1 in the following words: 


«« on the basis of these figures, of the expected 
revenue deficiencies which will be created by the connec- 
tion of the 342 communities which Northern Natural 
has agreed to serve, it appears that it will cost the 
Minneapolis Gas Company between $965,000 and 
$1,460,000 in the first year of operation, between 
$679,000 and 
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$1,015,000 in the second year, between $492,000 and 
$731,000 in the third year. and an indeterminate amount 
thereafter.’” 


That is your testimony, is it not? A. Yes, sir. 

Q. I ask you now, Mr. O’Brien; it is true, is it not, that 
in response to a question of Mr. Wolf, that you answered 
that if the facilities proposed in Docket Nos. G-17485 and 
(-17486 were not certificated, that there would be no effect 
on Minneapolis Gas Company? A. From the certification 
of the facilities, that is correct. 

Q. That was your answer, Was it not? A. Yes. 

Q. Task you now, Mr. O’Brien, is there any present effect 
on the Minneapolis Gas Company of the certification of the 
facilities proposed in the two dockets? 

Mr. Mastor: Would the reporter please read that? T 
don’t understand it, Mr. Examiner. 

Mr. Seott: Why don’t you move up a little closer, Mr. 
Mastor? 
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Presiding Examiner: Read 1 back, 

Mr. Mastor: I heard it, Mr. Scott; I don’t understand it. 
Mr. Scott: That’s your fault. 

Presiding Examiner: Read the question back. 
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(The pending question, as recorded, was read by the 
reporter.) 


Mr. Mastor: I object to the question, Your Honor. It 
is meaningless and not even worthy of an answer. There 
has not been any certification of anything here yet. How 
can there be a present effect? 


By Mr. Da Pra: 


Q. Well, assume that they are certificated, Mr. O’Brien. 
A, Assume that they are certificated, and what, will there 
be an effect upon us? 

Q. Yes. A. [have already testified— 

Presiding Examiner: No, has there been? 

The Witness: At the present time? 

Presiding Examiner: Is there a present effect? He is 
just trying to find out when the effect takes place. 

The Witness: Oh. 

Presiding Examiner: You said such-and-such effect. 

The Witness: Is that what you want? 

Mr. Da Pra: Yes, yes. 

Presiding Examiner: How does it take effect; when does 
it take effect? That is what he is trving to find out. 

By rate increase, is that right? 

The Witness: Yes. 

Presiding Examiner: Let’s get it over with. 
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The Witness: Yes. 
Presiding Examiner: It is perfectly simple. 


(3650) 
By Mr. Da Pra: 


Q. And that is the only time that you will have an effect, 
if your purported deficiency which you show on Exhibit 
185 comes true? A. Yes, that is true. 

Q. In other words, let me put it this way. In the first 
place, there has to be a rate increase filed by Northern to 
pass some of this deficiency along to Minneapolis Gas in 
the amount of dollars which you show in Tab 1 of Exhibit 
185? A. Yes. But they still-—you can ’t at a rate increase 
time, match up what has happened because of the certificate 
unless you show it right now in the certificate case. 

Now, as to elements of time, they have testified they 
would not build all the facilities in the first vear, they 
would build some of them and then some more the next 
year. 

So matching it up, at the rate increase time, is practically 
impossible. 


Q. In other words, there is no present adverse effect on 
Minneapolis Gas Company, nor cannot be any until and 
unless Northern files a rate increase subsequent to the 
certification of these facilities, is that not correct? A. No, 
that is not correct. 

Q. What is correct, sir? 
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A. It has probably been beyond our history, but there is 
always the possibility that rates may go down, and if you 
certified these facilities, that would hold the rates from 
ever going down—or prevent to some extent the rates from 
going down, because this is an uneconomic proposition. 

Q. You are talking now about a possibility and in the 
future. But isn’t that true that there is no immediate, 
present adverse effect upon Minneapolis if the Federal 
Power Commission certifies these two proposals? 

Mr. Mastor: Mr.— <A. That is correct, but your other— 

Mr. Mastor: —counsel—Da Pra—your question does 
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it connote the sixth and seventh rate increases pres- 
ently on file with the Federal Power Commission, amount- 
ing to some $14,000,000? 

Mr. Da Pra: Mr. Mastor, I have asked the question and 
received the answer that I wish to have. 

The Witness: I tried to state the rest of my answer. 
Your other question said there can never be, and I say 
that is wrong. 


By Mr. Da Pra: 


Q. Now, in that regard, you must assume a rate in- 
crease by Northern, do you not? A. Assume for what pur- 
pose? 

Q. Let me put it this way, Mr. O’Brien. As long as 
Minneapolis Gas pays the present Zone 3 rate, there is 
no adverse 
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effect upon Minneapolis Gas Company? 

Mr. Mastor: There is the exact—I object, Your Honor. 
If he will define what the present Zone 3 rate of Northern 
is, then I will withdraw the objection. 

Mr. Da Pra: If he does not know, I cannot help him. 

Mr. Mastor: Well, do you know, Mr. Da Pra? 

Presiding Examiner: Well, let’s ask the witness in com- 
puting his revenues what rates he used. 

Mr. Mastor: There are two under bond, 

Presiding Examiner: T understand he used the present 
pending rates. 

The Witness: Yes, I did. 

Presiding Examiner: The last pending application or 
notice of increase? 

The Witness: Yes. 

Presiding Examiner: Which are now being collected 
under bond? 

The Witness: Yes. 
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Presiding Examiner: That is what Mr. Da Pra is talk- 
ing about. 


By Mr. Da Pra: ; 


Q. Is that not the $3.50 and 22.9 cents? <A. Yes, it is. 

Q. And Mr. Mastor knows about that rate? A. Yes, he 
does. 

Mr. Mastor: And would you show that it is under hond? 
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Presiding Examiner: Well, that is part of his assump- 
tion. He took the same assumption on rates that Northern 
did, based a study on that. In that respect, he is assuming 
that the Commission will approve those rates. 

The Witness: I am not assuming anything, sir, on that. 

Presiding Examiner: I mean you are assuming it for the 
purpose of the calculation? 

The Witness: For the purpose of the calculation, I am 


using it. 


By Mr. Da Pra: 


Q. Now, if it is going to have an adverse effect on Minne- 
apolis Gas in the future in the dollar amounts which you 
purport to show on Exhibit 185, or in more dollars, and 
have an out-of-pocket adverse effect upon Minneapolis Gas, 
the Zone 3 rate would have to be increased—I mean a 
filing would have to be made by Northern in excess of $3.50 
demand and 22.9 cents commodity, and that increase ap- 
proved by the Federal Power Commission, is that not 
correct? A. You are assuming that the present rates are 
going to be the ones finally O.K’d by the Commission. I 
cannot make that assumption. 

Q. Well, assume that that rate or a lower rate is ap- 
proved by the Commission; is it not a fact that the only 
possible adverse effect upon Minneapolis Gas in the future 
will be by filing by Northern increasing either the proposed 
or prescribed 
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rate and approval by the Federal Power Commission? 
A. I presume it would be in the form of a rate increase 
that this would affect you—you couldn’t tie that to this 
when the time comes, because the rate increase can have 
other factors too in it beside what you have done uneco- 
nomically in the past. It could have the gas increases, and 
so forth. 

Q. Well, how can you have an adverse and immediate 
effect upon Minneapolis Gas without a rate increase filing 
by Northern approved by the Commission? A. By the 
prevention of a rate decrease, you could have, It is 
possible. 

Mr. Da Pra: Could I have that answer read? 


(The last answer, as recorded, was read by the reporter.) 


By Mr. Da Pra: 


Q. Now, are you aware that Northern has indicated its 
willingness upon this record to serve the 342 communities 
in these two proceedings? <A. Yes, sir. 

Q. Do you oppose Northern’s willingness to do that? 
A. From an economic standpoint, I do, yes, sir. 

Q. Do you oppose it from the point of view of the mana- 
gerial diseretion vested in Northern Natural Gas Com- 
pany? 

Mr. Mastor: Objection, Your Honor. It is meaningless, 
this man trying to speculate what is in Northern Natural 
Gas 
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Company’s officials’ minds. 

Mr. Da Pra: Mr. Examiner, this record has the official 
mind of Northern Natural. The company has frankly and 
candidly admitted on this record its willingness to serve 
these 342 communities. This witness has demonstrated a 
feeling that he does not agree with it, 
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Mr. Mastor: More than a feeling. 

Mr. Da Pra: ——with the additions on an economic 
feasibility basis. 

All I am attempting to do now is elicit whether he is 
opposing it on the grounds of managerial discretion on 
Northern’s part. 

Mr. Mastor: Can you restate the question, perhaps, and 
I can withdraw the objection, Mr. Da Pra. 

Presiding Examiner: I do not believe the witness is able 
to handle that matter. I believe it is a little bit beyond 
this—— 

By Mr. Da Pra: 


Q. I think, in answer to a question of the Presiding 
Examiner, you indicated that it is your present thinking 
that Minneapolis Gas should have a better than even break 
or at least an even break out of these two proceedings, is 
that correct? A. That would be our position, an even 
break. 

Q. You are aware, are you not, Mr. O’Brien, that North- 
ern Natural has stated on this record its willingness to 
provide 
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an additional delivery point for Minneapolis Gas located 
north of the City of Minneapolis? A. Yes, sir, I am. 

Q. And are you also aware that they are willing to pro- 
vide that additional delivery point and make gas available 
to Minneapolis Gas in the amount of, I believe it is 2,000 
Mef per hour, at the Zone 3 rate? A. Yes, sir, I am. 

Q. Are you also aware that the delivery point that they 
wish this gas to be made available is located geographically 
in Northern’s Zone B rate? A. Well, I do not know about 
that. I understand from the staff’s figures that we are in 
Zone 3 under this new delivery point. 

Q. Well— 
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Mr. Mastor; Would you please specify in the transcript 
where it shows that this delivery point is in Northern’s 
Zone B, Mr. Da Pra? 

Mr. Da Pra: Well, there is an exhibit. 

Mr. Mastor: What number is it, so we can locate it? 

Mr. Da Pra: 164, or something to that effect. 

By Mr. Da Pra: 
Q. Anyway 
Mr. Mastor: Wait a minute, I would like to find it. 
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By Mr. Da Pra: 


Q. assume, Mr. O’Brien, that the delivery point is 
located geographically in Northern’s Zone B. Is it not a 
fact that the Zone B rate proposed by Northern in this 
proceeding is higher than the Zone 3 rate? A. The Zone 
B rate in their proposed Zone B is higher. I realize that. 

Q. And are you aware that Mr. Strauss, the policy wit- 
ness of the company, announced that the grant of the Zone 
3 rate to Minneapolis Gas at that point constitutes an 
exception to the Zone 3 rate? A. I would like to read what 
he had to say that it constitutes an exception. I could 
not say with exactitude whether or not he said that. 

Mr. Da Pra: Will you indulge me, Mr. Examiner? 

Mr. John McGrath: Maybe we could recess, Mr. Ex- 
aminer. 

Presiding Examiner: Let’s have our recess at this time, 
and get all the exhibits together. 


(At this point, 11:12 a. m., a recess was taken until 11:22 
a. m.) 


Presiding Examiner: All right, Mr. Da Pra, I think we 
better being again. 
Mr. Da Pra: Yes, sir. 
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By Mr. Da Pra: 


Q. Mr. O’Brien, I have reference to Mr. Strauss’ testi- 
mony 
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on page 782 and 783 of the transcript, where Mr. Strauss 
says that: 


‘‘Well, as has been pointed out previously here by 
Mr. Eck, the company has entered into an agreement 
with Minneapolis Gas Company, and, therefore, we are 
agreeable to providing such a new delivery point if 
our certificate is so conditioned, and that was our 
understanding or agreement between the parties, and 
it is consistent with the presentation which Minneap- 
olis Gas put on earlier today.”’ 


He was then asked a question with respect to a sister 
company, also located at St. Paul, which also wanted the 
same treatment, and he was asked by Mr. Wolf: 


“<Do you have any comment to make with respect to 
that matter?’’ 


He says: 


“Yes. In this hearing we are not proposing to 
change any zone lines. The proposal that we agreed to 
with Minneapolis Gas deals only with an exception to 
the existing zoning system.”’ 

Now, bearing that testimony in mind, is it not a fact that 
Northern Natural Gas Company proposes to build a new 
delivery point for Minneapolis Gas Company north of 
Minneapolis and which is geographically located in Zone B 
and to sell gas there at the Zone 3 rate? A. As far as 
Commission decision goes, there is no Zone B at the pres- 
ent time. 
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Q. I ask you, Mr. O’Brien, has not Northern in this 
proceeding provided a Zone B rate? A. Yes, they have. 
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Q. And is not that Zone B rate higher than the currently 
effective Zone 3 rate? <A. Yes, it is. 

Q. Does not your Exhibit 185 purport to show that, over- 
all, Northern’s proposal in these two proceedings generate 
a deficiency in revenues as compared to costs? A. Yes, sir. 

Q. Does that not convey to the Examiner and to the 
Commission your belief that the proposed Zone B rate 
is not sufficient to mect the cost of service in Zone B as 
allocated in these proceedings? <A. I don’t think I have 
stated that, nor shown that, as a whole, Zone B; I would 
have to check on whether Zone B as a whole is deficient 
or contributes revenue excesses in the fifth year. 

Q. Well, let me cut this short and get to the point of 
this thing. 

Have you made any calculation as to what it would 
cost Minneapolis Gas if it were billed for this additional 
amount of gas at the additional delivery point under the 
Zone B proposed rate of Northern and under the Zone 3 
rate? A. No, I have made no such computation. 
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Q. Well, that computation would show, would it not, 
that the cost to Minneapolis Gas would have been much 
greater if it were billed at the Zone B rate? A. If it were 
to be what at the Zone 3 rate? 

Q. Billed at the Zone B rate, instead of the Zone 3? 
A. Yes. 

Q. Yes. 

Now assume that the Zone B rate of Northern Natural 
is sufficient to recover its cost of service. Is it not a 
fact, Mr. O’Brien, that the grant of the Zone 3 rate to 
Minneapolis Gas at that point means that Minneapolis 
Gas Company gets a subsidy from the other customers 
of Northern to that extent? A. It means no such thing. 

Mr. Mastor: Mr. Examiner, I object to the question on 
the basis that it uses the phrase, ‘‘to recover its cost of 
service’’; and I would like the question to show what 
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cost of service Mr. Da Pra is referring to in the ques- 
tion. Northern’s entire system-wide cost of service? 

Mr. Da Pra: I am referring to Northern’s system-wide 
cost of service and its cost of service in Zone B. 

Presiding Examiner: I think the witness has already 
answered. 

Mr. Da Pra: He has already answered. 

That is all we have, Your Honor. 

The Witness: Excuse me. I was interpreting that to be 


3661 


‘*pilled,’’ b-i-l-l-e-d. 
Mr. Da Pra: Yes, that is right. 
Presiding Examiner: Any further questions of this wit- 
ness? 
Mr. Gaston: One question, please, Mr. Examiner. 
Presiding Examiner: Yes, sir. 


Cross-examination 
By Mr. Gaston: 


Q. Mr. O’Brien, do I interpret your Exhibit 185 cor- 
rectly in that it is a study of branch lines rather than a 
study of individual communities? A. Yes, sir. 

Mr. Gaston: That is all, Mr. Examiner. 

Mr. Hunt: Mr. Examiner, I have one question. 


Cross-examination 
By Mr. Hunt: 


Q. Mr. O’Brien, did you testify that you had heretofore 
testified in proceedings before the Federal Power Com- 
mission? I did not A. No, sir, I have never testified 
before the Federal Power Commission. 

Q. Have you heretofore prepared a feasibility exhibit 
similar to Exhibit 184 for presentation to the Federal 
Power Commission? <A. No, sir, I have not. 

Mr. Steffey: It is ‘‘185.”’ 
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Mr. Hunt: I stand corrected, Your Honor. 
Presiding Examiner: All right. 


By Mr. Hunt: 


Q. On Exhibit 185, Tab 4, would you turn to page 3 
and following, Mr. O’Brien, and we will talk about those 
as distinct from the first two pages? 

As I understand it, page 2 and following shows that of 
all the communities there listed, Twin Lakes, Minnesota, 
is the only one that complies with your theory of eco- 
nomic feasibility, is that correct? A. That is correct, sir. 

Q. Now, do you have an opinion, Mr. O’Brien, whether 
it would take the same main line facilities to push 49 
Mef of gas to Twin Lakes, Minnesota, as it would to move 
the gas that is involved in the total 117 branches there 
shown? <A. No, it would not require the same total main 
line facilities. 

Q. Have you made any study as to what kind of main 
line facilities would be necessary to move that 49 Mef 
of gas? A. On a per Mef basis, I belive it to be approxi- 
mately $30 per Mef. 

Mr. Hunt: That is all. 

Presiding Examiner: Any other questions? 

Mr. Kinney: Yes, Mr. Examiner. 

Presiding Examiner: Mr. Kinney. 
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Cross-examination 


By Mr. Kinney: 


Q. Your $30 figure that you have used in this exhibit, 
if I understand it correctly, is an average figure for the 
system, is that correct? A. For the facilities, the inere- 
mental cost of the main line facilities in Docket G-17486. 

Q. All right. 
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Then if the service was to a community which was on 
the south end of Northern’s system, the main line incre- 
mental cost would be a figure different than the average 
figure, would it not? A. Yes, I believe it would. 

Q. And to the extent that it would be a different figure, 
it would affect your ranking of the communities as you 
have set them forth in Exhibit 185! A. It might. I do not 
know if it would or not. 

Q. Well, if it was a lesser figure, the incremental cost 
of service for that community or that branch line would 
be a lesser amount? A. Yes, sir. 

Q. And therefore the revenues that were generated from 
that sale would change the ranking of that community? A. 
The ranking of the communities might change. 

I see what you mean. But as I say, you are asking 
about 
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the ranking. If you ask me about the deficiency, whether 


the deficiency is less, if that is what you mean 

Q. No. A. Ob. 

Q. Let’s just confine your answer to the ranking of 
the communities. A. Oh, I see. 

It might. I don’t know if it would or not, Mr. Kinney. 

Q. I believe if it is a lesser figure, it would have to 
change, would it not? A. Well, you see, it depends on 
how much less. 

Q. How much less would determine the amount of change 
in ranking, would it not? A. Yes. 

Q. All right. 

Now, your statement to some of the inquiries made by 
the Examiner relative to this $30 figure remaining con- 
stant leaves me in some doubt as to the position that 
you took with reference to that. It I understood the pur- 
port of your testimony, it was to the effect that that $30 
figure would remain constant, even though you took off 
some of the branch lines and the sales associated with 
those branch lines? A. Yes, I believe it would. 
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Q. Now, until such time as you reduce those sales and 
you know what the amount of the reduction is, how can 
you tell 
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the comparable reduction in the facilities which would 
accompany that reduction in sales? A. I cannot tell you 
what specific facilities would decrease if you took off any 
one or more branch lines. 

Q. All right, then, is it not correct to assume from 
that that, until such time as you do know what facilities 
are associated with the reduction in sales, that you do 
not know what the figure would be? I am speaking of the 
$30 figure. A. I would like to say that the $30 figure is 
not a precise, accurate figure. As I mentioned before, it 
is a judgment figure. The actual figure from Docket G- 
17486 is $31.14. I have used $30. 

Now, it—well, withdraw that last. 

Presiding Examiner: I do not want to throw you off, 
but just tell them here on the face of the record just ex- 
actly how that $31.14 is obtained. It is the result of a 
division. Just have it show that. 

The Witness: Yes, sir. It is shown in Exhibit 184, on 
page—— 

By Mr. Kinney: 


Q. On Schedule 8, is it not? A. Let me check this, 
Presiding Examiner: Here it is right here. 
(Exhibit handed to witness.) 

The Witness: Yes, on Schedule 8. 
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Presiding Examiner: Line 18, is that right? Yes. That 
is the figure you are talking about. 

The Witness: Line 13, correct. 

Presiding Examiner: Right. 
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And his testimony, the witness for 184, my recollection 
is, he told us exactly how he divided by what in order to 
get $31.14; is that right? 

The Witness: Yes, he did, sir. 

Presiding Examiner: All right, fine. 


By Mr. Kinney: 


Q. All right, to that extent it is not an arbitrary fig- 
ure, it is a figure which was arrived at on the basis of 
the calculations which were set forth on Schedule 8? A. 
That is right. 

Q. That is the basis for it. 

Now, my point is this, Mr. O’Brien, and I do not want 
to belabor the point. If you take off some of the facili- 
ties necessary to make these sales, which would be no 
longer necessary in the event of a reduction, you do not 
know what the resulting figure of $30, or $31.14, would be 
until after you have made that calculation? A. What the 
exact figure—— 

Q. Yes. A. No, that is correct, Mr. Kinney. 

Q. I have just one further question, Mr. O’Brien. 
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Did you have anything to do with the selection of the 
color of Exhibit 185? (Laughter.) A. Yes, I did. 

Mr. Kinney: That is all. 

Presiding Examiner: How early did you prepare this; 
was this the 17th of March? 

The Witness: No. (Laughter.) 

Presiding Examiner: Any other questions? Mr. Stef- 
fey? 

Mr. Steffey: Just one question, Mr. Examiner. 


Cross-examination 
By Mr. Steffey: 


Q. Mr. O’Brien, referring you to Tab 3 of Exhibit 185, 
was this $30 figure, about which there has been much 
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discussion, included in your computations under columns 
(i) and (j) on page 3? A. Yes, sir. 

Q. And also on page 1 of this tab? <A. Yes, sir. 

Mr. Steffey: Thank you, sir. 


Cross-examination 
By Mr. John McGrath: 


Q. Mr. O’Brien, have you included in Exhibit 185 those 
communities which are seeking service but which North- 
ern has said that they would not render service to? A. 
No, I am not. 
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Q. But you have included those communities which are 
seeking service over and above those that were originally 
planned to be served and whom Northern has said that 
they will serve? A. Yes, sir. 

* * * * ” ” * * * 
3798 
John W. Fleer 


* * * * * * . * * 


Presiding Examiner: So what do we care? They are 
not being tested here. 

What I am trying to find out is, do you say as an engi- 
neer—and I assume you are, are you not? 

The Witness: I am an accountant. 

Presiding Examiner: You are an accountant? Well, that 
explains it. 

As an accountant, you are trying to tell us that the 
gathering facilities are inadequate for the service pro- 
posed here, is that: 

The Witness: I am not. 

Presiding Examiner: —what you are trying to tell us? 

That is what you sound like. 

Mr. Smith: Mr. Examiner—— 

Presding Examiner: I want to keep you clear so what 
you have makes sense. 
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Do you know whether or not—let me just straighten 
this out. I am not going to maltreat your witness. 

Mr. Smith: Well, that is what I am going to call the 
Examiner’s attention to. I do not think it is necessary to 
treat a witness in that fashion. 

Presiding Examiner: I think the witness will come out 
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pretty well, if—— 

Mr. Smith: I am not worrying about that, but it is the 
Examiner’s attitude as expressed in his discussion with 
the witness. 

Presiding Examiner: Well, my attitude is this. When 
a man is not thinking straight, I try to help him to think 
straight, and I think that is for the benefit of the witness, 
and for the benefit of his counsel, too. 

Mr. Smith: Well, some of the others of us think straight 
also. 

Presiding Examiner: Well, I wish you would help the 
witness out, then. 

What I am trying to find out is this. He said spe- 
cifically that he doubted the accuracy and therefore that 
it was too conservative, because the showing—because they 
did not ask for additional gathering facilities in order to 
perform the present service proposed in this application. 
Now, everybody in the room knows that is what he said. 

‘And he is an accountant. He is not able, and there has 
been no testimony on which he can base his guess that 
there is inadequacy of gathering facilities in order to get 
the amount of gas to make the service proposed in these 
applications. 

Now, if there is anything wrong with the Examiner’s 
getting that straight on the record, I stand corrected. 

Now let’s proceed with your examination. I think we 
have 


got the point clear so we know what is involved. 

Now, the last question that was involved here is a very 
important one, and that is this: your figures for constant 
costs, unit gathering constant costs, your figures for that 
are figures that are now presently Northern’s gathering 
costs, without any regard to these applications. Why? 
Because they are not having any additional facility costs, 
is that not true? 

The Witness: They have assumed no additional costs 
for the next three years. That is correct. 

Presiding Examiner: Well, therefore they have not got 
any additional costs in these applications? 

The Witness: And I have based my figures on that aver- 
age, using that assumption as shown in their exhibits. 

Presiding Examiner: All right. 

So his question of you was, are these not present North- 
ern’s costs? That is all his question was. And your an- 
swer went off on this other tangent. The answer is, they 
are present Northern costs. 

By Mr. Wolf: 

Q. The answer is ‘‘yes,’’ to that question, is it not, 
Mr. Fleer? A. The answer to that question 

Mr. John McGrath: Now, which question? 

Presiding Examiner: Are these present costs? That is 
the question. 
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The Witness: I did not understand that to be the ques- 
tion. 

Mr. Wolf: Very well. 


By Mr. Wolf: 


Q. Are they present Northern costs? You show on 
Schedule 8 of your exhibit $21,488,617, entitled ‘‘System 
tathering Constant Costs.’’ Is not that a present North- 
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ern system gathering constant cost as you have set it out 
on Schedule 8? A. That, as I understand it, would be the 
costs in the third year of operation, assuming the esti- 
mated additions to gathering facilities to and including 
December 31, 1959, and no additions thereafter. 

Q. And inherent in your assumption is that they are 
costs attached to the system, if you will, as of December 
31, 1959? A. That is correct. 

Q. Mr. Fleer, based upon the data and information set 
forth in your Exhibit 184, is it the position of the Council 
Bluffs Gas Company that Northern’s applications at G- 
17485 and G-17486 should be denied in their entirety? A. 
It is our position that such revenue deficiencies which 
would be shared by the present customers are excessive 
and therefore some arrangement should be made—— 

Mr. Scott: Now, Your Honor, I am going to object to 
the witness’ answer. It obviously is not responsive to 
the question. He can answer this question one way or 
the other, and then if he wants to explain his answer, he 
may do so, it seems 

3808 
to me. 

To let him make a specch about what he thinks about 
a lot of statistical data is not appropriate. 

Mr. John McGrath: But the question called for a speech- 
type answer. 

Mr. Scott: That is right. 

Mr. Smith: May I ask for the question? 

Presiding Examiner: Read the question again. 

Counsel is simply asking that he be held to a yes or 
no answer, to start with. Now, read the question. We 
will see whether it is susceptible to such treatment. 


(The pending question, as recorded, was read by the 
reporter.) 


Presiding Examiner: I think that is perfectly susceptible 
to a yes or no, and then with a ‘‘but’’. 
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Mr. Scott: That is right. 

The Witness: My answer, then, would be ‘‘yes,’’ for 
the reasons that I started to state, that we feel that the 
additional costs to our company and to our customers are 
too great, and that if certificated, some provision should 
be made so that the customers receiving the new service 
should pay a more appropriate part of their service. 

Mr. John McGrath: Of their costs, you mean? 

The Witness: Their cost of service. 


By Mr. Wolf: 


Q. What do you mean by ‘‘a more appropriate part of 
their cost of service’? A. For example, Schedule 1, the 
revenues would be $28,000,000 for the first year. The reve- 
nues—pardon me—would be $19,000,000 as compared with 
costs of $28,000,000. 

We feel that the new communities should pay a higher 
percentage of such costs. 

Q. Are you in a position to indicate what your feeling 
is as regards that higher percentage? 

Mr. Smith: May we have that question re-read, please’ 

Presiding Examiner: Yes. 


(The pending question, as recorded, was read by the 
reporter.) 


Mr. Smith: Thank you. 
The Witness: I don’t understand your question. 


By Mr. Wolf: 


Q. 1 thought that your answer was—and if I misunder- 
stood you, please correct me—but I thought that your an- 
swer was that in the first year the new communities should 
pay a higher percentage of a purported cost of service 
of $28,634,000 than the revenues that you show of $19,- 
940,000. Did you say that? A. I believe that is correct. 

Q. Now, what, or how much higher percentage; are you 
able to state that? 
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A. I have not arrived at any percentage. 

Q. Have you determined this: Would it be, in your 
judgment, a uniform higher percentage for the first, sec- 
ond and third years, or would you have a fluctuating per- 
centage in between the first, second and third years? A. I 
have not gone into the mechanics of such a proposition. 

Q. Have you formulated any judgment with respect to 
it, whether you have gone into the mechanics or not? A. 
Yes. I believe the result should be that, at least by the 
time that the communities are fully saturated, that they 
would be paying their cost of service. 

Q. And dealing now with your concept, is it then fair 
to say that you feel that until such time they should pay 
fluctuating percentage of their cost of service? A.No. As 
I stated, I had not formulated any mechanics. 

Q. You used the word ‘saturated’? a moment ago in 
response to my question, Mr. Fleer. Sometimes that is a 
term of art in these proceedings. How did you mean the 
term to be used? What did you mean by the word ‘‘satu- 
rated’? A. Well, I believe the term has been used in 
this proceeding already that most of the estimates are 
made with the view in mind that by the fifth year the 
communities would be fairly well saturated. 

Q. Yes. And by ‘saturated’? you mean that—do you 
mean 
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that they will have attached to their systems all of the 
business that they can attach to their systems? A. Not all, 
but I think these estimates have been made with the as- 
sumption that most of it will be attached. 

Q. I want to make clear—I want to make sure that I 
have your position clear. You start with the premise 
that the new communities with which Northern has pro- 
posed service should pay a higher percentage of the cost 
of the purported cost of service that you show in Exhibit 


219 
(3812) 


No. 184 than they apparently do, based upon the data con- 
tained in your exhibit, is that right? A. That is correct. 

Q. Now, at this moment in time, you say you do not 
know what percentage that is, is that correct? A. I have 
arrived at no precise percentage, no. 

Q. All right. 

Now, in an attempt to define a percentage—although it 
may not be defined in precise arithmetical numbers—is it 
your testimony, then, that at the end of the fifth year they 
should be in a position where they will have reached the 
point of saturation in their distributing activities or dis- 
tribution business; is that right? A. I would say that by 
the fifth year they should be paying their cost of service. 

Q. And in the interval, is it your position that they 
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should be paying, in this instance, different and higher 
rates which would vary from year to year within the fifth 
years? A. No, I believe I have answered that question 
before that I had not considered the mechanics. 

Mr. Wolf: That is all we have, Mr. Examiner. 


Cross-examination 
By Mr. John McGrath: 


Q. Mr. Fleer, wouldn’t one of the mechanics, and per- 
haps the most decisive one, be that since those communities 
have not shown on this record that they will meet the cost 
of service attributable to them in the fifth year, that an 
allocation of gas be denied them? 

Mr. Wolf: Excuse me. May I have the question re-read, 
Mr. Examiner? 

Presiding Examiner: Yes, sir. 

(The pending question, as recorded, was read by the 
reporter. ) 

A. Absent any provisions such as I have already spoken 
of, that would be my recommendation, yes, sir. 


220 


(3812) 


Mr. John McGrath: Thank you. 
Presiding Examiner: Any other cross-examination? 


Cross-examination 
By Mr. Steffey: 


Q. In that connection, Mr. Fleer, do you have any recom- 
mendation as to some provision that could be made so that 
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these communities which do not return revenues sufficient 
to offset the cost of service could make up that deficiency? 
A. Well, generally, such a provision would be based on the 
fact that is shown in Schedule 6 of Exhibit 184, the invest- 
ment in branch line extensions is much greater than has 
been the past policy of Northern. Any such payment, in 
my opinion, should be based upon that fact and could be 
made by a number of different means. 

Q. Such as? A. Well, for example, Schedule 7 shows a 
load factor of 75 per cent. The maximum branch invest- 
ment without creating revenue deficiency would be ap- 
proximately $94. 

Mr. Wolf: That is $94 per Mef of contract demand? 

The Witness: Of contract demand, that is right. 


By Mr. Steffey: 


Q. Are you saying, then, that these communities should 
make a contribution in aid of construction of these facili- 
ties? A. No. 

As I have stated, I am not recommending mechanics, but 
of course, that is one possible solution. 

Q. You did say that there are a number of ways that 
these communities might make up the deficiency, but your 
position is that you are not recommending any one way or 
even suggesting any way that it be done, is that correct? 
A. No, as I have stated, IT am not recommending the 


mechanics. I think something should be done. 

Q. And your exhibit, then, is merely to point out these 
deficiencies and leave it up to the Commission to determine 
if anything can be done about it? A. Yes, my exhibit is to 
point out deficiencies and attempt to show the reasons why 
the deficiencies occur. 

Q. And consequently, you are not recommending out- 
right denial of these applications, is that correct? A, As 
I have stated, we do not believe that we should be burdened 
with the amount of excess costs under the present proposal, 
and therefore, if no provision is made to lessen that burden, 
our position would be that it should be denied. 

Q. On Schedule 8 of Exhibit 184 you have set forth 
certain costs associated with Northern’s third year pro- 
posal in Docket Nos. G-17485 and 17486, segregated into 
gathering and main line transmission costs and derived 
unit costs based on Mcf’s per contract demand in the third 
year. Now, could you just as well have computed similar 
figures based on units of Mef on an annual basis, rather 
than on a contract demand basis? A. Do you mean units 
of annual sales? 

Q. Yes, sir. A. They could be computed, yes, sir; how- 
ever, because of the variance in load factor of the various 
customers, I believe this method would be more appro- 
priate. 
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Q. Have you made any calculations based on the annual 
sales? A. No, I have not. 

Q. Do you have any idea that if you were to make such 
calculations, the results would be similar to the approxi- 
mately 36 cent figure shown in Mr. Blease’s Exhibit 58, 
Schedule 1, line 20, which I show you now? <A. Mr. Steffey, 
I don’t believe that the 36 cent figure is comparable to the 
costs which I have considered in Schedule 8. Schedule 1 of 
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Exhibit 58 computes the total average cost of service, I 
believe. 

Q. So that your exhibit does not give you any basis for 
a comparison between your exhibit and Mr. Blease’s ex- 
hibit? A. No, it does not. 

Exhibit 58, as I stated, was total cost of service. This 
is only main line transmission costs. 

Q. Then you think that the feasibility of these proposed 
communities in these dockets are more properly tested on 
an incremental basis, rather than an overall basis, or 
system rolled-in basis? A. I believe that the incremental 
costs should be considered, yes. 

Mr. Steffey: Thank you, Mr. Fleer. 
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Cross-examination 
By Mr. Da Pra: 


Q. You speak about the burden upon Council Bluffs Gas 
Company. What burden do you have at present as a result 
of these proceedings? A. We will have no burden until 
certificated. 

Q. And what burden will you have if they are certifi- 
cated? A. Northern’s policy witness, Mr. Strauss, has 
already stated in this record that Northern is going to 
maintain that they should earn a 6.5 per cent return for 
each year; therefore, there is no doubt in my mind that if 
such revenue deficiencies oceur, they will recoup such de- 
ficiencies by filing an appropriate rate increase. 

Q. And that entails the ineurrence of the deficiencies as 
you show them, does that not? A. Or the expected in- 
currence, yes. 

Q. And it presupposes, I assume, does it not, an eventual 
filing of a rate increase by Northern sometime in the 
future? A. It presupposes that they will collect their 
cost of service including a 6.5 per cent return which they 
have stated that they will do. 
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Q. Well, it presupposes, does it not, a filing of a rate 
increase by Northern sometime in the future? A. I think 
that is correct, yes. 

Q. And your discussion of burden upon Council Bluffs 
Gas Company presupposes also that the Commission will 
approve such 
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a rate increase if and when filed in the future? A. The 
mere filing and lapse of time by the limited five months’ 
suspension period would, of course, require us to pay it 
regardless of approval pending: 

Q. Could you give me a yes or no answer to my question, 
Mr. Fleer? A. No, I don’t believe I can. 

Q. Well, doesn’t any burden upon Council Bluffs Gas 
Company, if any, presuppose the filing of an application 
for a rate increase by Northern in the future and approval 
by the Commission? A. No, it would not. For example— 
now I will explain why it would not. 

At the present time, Northern has two rate increase 
applications pending. If, for example, these communities 
were added this year before those rate applications are 
completed and a decision rendered by the Commission, and 
if Northern’s cost of service without these new facilities 
was less than the amount of revenue requested in those 
applications, the addition of these communities would auto- 
matically increase their cost of service and,therefore, de- 
crease any possible refund that we might have coming to 
us from either the sixth or the seventh rate applications. 

Q. Well, that again presupposes a rate application by 
Northern, does it not? A. No, the filings have heen made. 
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Q. Are you referring to past filings of Northern which 
apply to locked-in periods? A. I am referring specifically 
to the seventh rate increase which they are now collecting, 
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subject to refund, and which has not been acted upon by 
the Commission to date. 

Q. And are you referring to the sixth rate increase ap- 
plication, too? A. The sixth would also be included. 

Q. Now, the sixth woul dapply for a past period, would 
it not? A. It applies for the past and the present. 

Q. But that would be the rate that you would have to pay 
for recouping to Northern for the costs of rendering 
service to Council Bluffs Gas Company? A. No, as T have 
stated—— 

Q. Will you answer my question? Then you can explain, 
Mr. Fleer. 

Mr. John McGrath: He said ‘‘no.’’ 

Mr. Da Pra: Are you testifying? 

Mr. John McGrath: I thought perhaps you did not hear, 
Mr. Da Pra. He said ‘‘no.”’ 

The Witness: I said ‘‘no, as I stated ”? T started to 
state the reason. 


By Mr. Da Pra: 
Q. All right, sir. 
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A. As I have stated, their costs would be automatically 
increased by the addition of these facilities; therefore, any 
potential refund which we might have received would be 
offset by these additional costs. So therefore an additional 
rate filing would not of necessity be required. 

Q. Well, in any event, at the present time the Commis- 
sion’s approval and certification of these two application of 
Northern Natural Gas Company would not have an adverse 
effect or a burden, as you used the term, upon Council 
Bluffs Gas Company? A. Not until the facilities are 
certificated, no. 

Q. And wouldn’t even then, would they, until Northern 
had made a filing to reimburse itself for whatever revenues 
are required or provided for a 6.5 per cent rate of return? 
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A. No. As I have already stated, that would not be correct. 

Q. In your responses, Mr. Fleer, do you conceive that 
any commission’s decision upon the seventh rate increase 
application would take into consideration the addition of 
the new towns? A. Yes, I certainly would; because if that 
application is not heard until after these facilities are cer- 
tificated or in operation, they would of necessity then con- 
sider them. 

Q. Well, isn’t the seventh rate increase application of 
Northern applicable to specific rates of Northern, com- 
mencing at a time prior to the addition of these communi- 
ties? 
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A. The application was filed at a time prior to this certifi- 
cate application, but T feel certain that in making rates for 
the future the Commission will consider the facilities 
Northern has in service at the time of making such a 
decision. 

Q. Well, then you are presupposing now also that the 
Commission action on the seventh rate increase application 
will take place subsequent to the addition of these new 
communities? A. I think that is a fair supposition. 

Q. Now, if the Commission action on the seventh appli- 
cation takes place before these communities are attached, 
then the sixth and seventh applications would have no 
effect, adverse effect, upon you insofar as these new com- 
munities are involved? A. If the sixth and seventh rate 
increases are decided prior to the certification of any of 
these facilities, that statement would be right. 

Presiding Examiner: It seems to me we are laboring this 
a little bit here. 


By Mr. Da Pra: 


Q. Well, you understand, of course, Mr. Fleer, that if 
these communities are certificated, that insofar as the 
Zones B and C communities are concerned, that those 
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would be initial rate filings by Northern? A. I assume 
that would be correct. 

Mr. Da Pra: That is all. 

Presiding Examiner: All right, any other questions? 
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Cross-examination 
By Mr. John McGrath: 


Q. Mr. Fleer, when was the last time, to your knowledge, 
that Northern Natural filed for a rate decrease? 

Presiding Examiner: Well, I don’t think we need to go 
into this. It is all the witness said, and it all boils down 
to the same thing. If they do not earn a 6.5 per cent rate 
of return, they are apt to come back and get one. That is 
all it boils down to. 

All right, Mr. Hunt. 


Cross-examination 
By Mr. Hunt: 


Q. Do you have the transcript of your direct testimony 
before you, Mr. Fleer? A. No, I do not. 

Presiding Examiner: What volume is it? 

Mr. Hunt: Volume 25. 

Presiding Examiner: Here it is, right here. 

The Witness: Thank you. 

Presiding Examiner: All right, he has got it. 


By Mr. Hunt: 


Q. This is simply to clarify what you meant by the word 
‘sherein.’? We were talking about Schedule 6 on that paze 
3582, Mr. Fleer. And you state: 

‘sLines 1 to 8 show the transmission investment as 


classified herein.’’ 
Is that you in Exhibit 184, or on this record, or by 


Northern Natural Gas Company in other exhibits? 
A. Schedule 6 of 184. 

Q. I am more confused than ever, now, Mr. Fleer. As 
classified herein—now, did you make the classification 
there by yourself, or did you as a source of that usc classi- 
fications of transmission plant investment of Northern 
Natural Gas Company? This is your own conception inde- 
pendently there? 

Do you have the—it is the answer from lines 5 through 9 
on that page, and I simply did not know what you meant by 
‘cherein’?; whether you were talking about this record or 
whether you were talking about just your exhibit. The 
question is not intended to be a controversial one, Mr. 
Fleer. A. Well, are you referring—you say lines 5 
through—— 

Presiding Examiner: On the record, not on the exhibit. 

Mr. Hunt: I’m talking of the transcript. 

Presiding Examiner: On the transcript. 


By Mr. Hunt: 


Q. Lines 5 to 9 on the transcript at page 3582. A. Yes. 
I was referring to the classification as T have presented in 
Schedule 6. 

Presiding Examiner: Of Exhibit 184. 

The Witness: That is right. 

Presiding Examiner: <All right. 
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By Mr. Hunt: 
Q. Where did you get, for instance, the $287,000,000 
figure on Schedule 6, line 3, column (b)? A. I obtained 


first the $342,000,000 figure, appearing on line 8, column 
(b), which was the present system transmission investment 


(3823) 


appearing in Exhibit 57. I then deducted from that figure 
the amount of $55,000,000 appearing on line 3, which as 
I stated, was furnished pursuant to a request made during 
cross-examination by Northern Natural. The result, ap- 
pearing on line 2, main line present system investment, 
$287,000,000 is a result of that subtraction. 

Q. Line 3, you say? A. Line 3, yes, sir. 

Q. You have made no study similar to Exhibit 18+ with 
respect to the fifth year operation, have you? 

Presiding Examiner: Fifth year. 

The Witness: No, I have limited my studies to the first, 
second and third year, which is all that appears on the 
studies of the applicant. 


By Mr. Hunt: 


Q. Well, you know of no study or presentation on this 
record that would encompass the kind of arrangement or 
accommodation that you suggest ought to be made in re- 


sponse to some questions by Mr. Steffey, do you? A. I 
know of no such proposition 
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Q. On this record? A. On this record, no. 

Q. So that is it not true that as a practical or as an 
evidentiary matter your recommendation, which was sort 
of a ‘‘yes, but’’—the recommendation palpably implies 
that this Commission, if it should follow your theory as in 
your exhibit, would have to deny the applications in their 
entirety, would they not? A. I do not know whether that 
follows or not. 

Q. There is nothing on this record making—spelling out 
how this accommodation would be arrived at, is there; that 
is, nothing for the Commission, who would make what 
contribution at what year and for how much, to come out 
with the kind of branch line investment that you set forth 
in your Schedule 7; there is no study like that, is there? 

Mr. Smith: Mr. Examiner, I object to the question as 
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beyond the scope of crose-cxamination. The question is 
unintelligible. The witness presented the exhibit, gave his 
answer, and it seems to me that this is going far be- 
yond 

Presiding Examiner: Well, the real objection: 

Mr. Hunt: It goes beyond the scope of his direct ex- 
amination, Mr. Examiner; it is on the exhibit, and there 
were several questions on cross-examination, some from 
Mr. Wolf, some from Mr. Steffey, that left me quite in 
doubt of what the position of this witness is on the 
application. 
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Presiding Examiner: Let me say this. The objection 
that could be made would be that it is repetitive. He has 
already answered your question once. And I can give you 
that answer. He said that there is no evidence on this 
record that he knows of of any such recommendation. 

Ts that not correct, witness? 

The Witness: That is correct. 

Mr. Hunt: All right. 

Presiding Examiner: I think that does it. 

Mr. Hunt: That is all. 

Presiding Examiner: Mr. Pardee. 


Cross-examination 
By Mr. Pardee: 


Q. Mr. Fleer, in response to a question by Mr. Da Pra, 
you explained, did you not, what and how the adverse effect 
on Council Bluffs’ gas would occur by reason of deficiencies 
and certification of new towns in this proceeding? A. I 
did. 

Q. Is there anything unique about Council Bluffs Gas 
Company in that respect as distinct from other customers 
of Northern at this time? A. No, the effect on all present 
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customers would be the same in proportion, of course, to 
their percentage of purchases from Northern. 
Mr. Pardee: That is all, Mr. Examiner. 
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Presiding Examiner: Any other questions? 

Mr. Wolf: Yes, Mr. Examiner. If everyone else is done, 
there are a couple that I neglected to ask. 

Presiding Examiner: All right. 


Cross-examination 
By Mr. Wolf: 


Q. Mr. Fleer, I do not think there is on this record any 
detailed information with regard to the Council Bluffs Gas 
Company, and I think it would be helpful if it were on this 
record, even though it is something that most of us are 
familiar with. 

First, let me ask you, is it not a fact that Council Bluffs 
Gas Company distributes gas only in the City of Council 
Bluffs, Iowa? A. That is right. 

Q. Now, I want to read you some figures. Thev come 
from an internal publication of the Northern Natural Gas 
Company, and I want you to tell me if, in your judement, 
they are reasonably accurate. 

Presiding Examiner: May I suggest that you let him 
look those over ahead of time? I think we better take a 
five-minute recess. I have got to make a telephone call. 

Mr. Wolf: All right, sir. I can tell him exactly what 
T am going to ask him. 

Presiding Examiner: At noon today. And if you would 
show 
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those to him, this might be a good point to recess. I have 
got to make a call. 

(At this point, 12:02 o’clock p. m., a recess was taken 
until 12:12 o’clock p. m.) 
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Presiding Examiner: All right, the hearing is recon- 
vened. 


By Mr. Wolf: 


Q. Mr. Fleer, is it correct that as of the end of 1958, 
December 31, 1958, the Council Bluffs Gas Company had a 
total of approximately 16,700 consumers? A. That is right. 

Q. And at the end of 1958 it had approximately 15,800 
heating customers? A. That is correct. 

Q. Is it likewise true that for the year 1958, Council 
Bluffs Gas Company purchased from Northern approxi- 
mately 6,890,000 Mef of gas? A. That is correct. 

Q. One last question, if I may, then, sir. 

Did the Council Bluffs Gas Company come on the North- 
ern’s system at or about 1931? A. 1930. 

Q. 19302 A. Yes, sir. 

Mr. Wolf: Thank you, that is all, Mr. Examiner. 

Mr. Smith: Would you also inquire as to the population 
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so that you get the proper picture, Mr. Wolf? 
Mr. Wolf: Yes. 
Mr. Smith: I mean I want to show that there is a very 
heavy percentage of our citizens that are involved in this. 
Mr. Wolf: You are quite right, Mr. Smith. 
Mr. Smith: Yes, thank you. 


By Mr. Wolf: 


Q. If my memory serves me correctly, Mr. Fleer, is the 
1958 population of Council Bluffs about 5,000 people? 
A. It would be in that neighborhood. 

Q. And do you know what the population of Council 
Bluffs was in 1931? We will round out the population 
figure. A. I do not. 

Mr. Wolf: That is all. 

Mr. Smith: Thank you. 

Mr. Wolf: Thank you, Mr. Examiner. 
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Presiding Examiner: <All right, any other questions? 
Mr. Steffey: Just one question, Mr. Examiner. 
Presiding Examiner: All right. 
Cross-examination 
By Mr. Steffey: 


Q. Mr. Fleer, is it correct that your Exhibit 184 is 
intended to be used to show the feasibility of the communi- 
ties in Docket No. G-17486 only? A. It shows the applica- 
tion of it as a whole. 
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Q. And does not reflect any figures that would be used 
to check feasibility in Docket No. G-17485? A. The costs 
and revenues included in 184 include the present applica- 
tions in G-17485 and G-17486, including the 24 additional 
communities added during the course of the hearing. 

Q. Well, is the purpose of the exhibit only to show feasi- 


bility of the proposals in Docket No. G-17486? A. No. It 
includes both dockets. 

Q. Can you explain your last statement in the light of 
the fact that on line 9 of Schedule 8 you have only shown 
the incremental constant costs for Docket No. G-17486? 
A. Yes. Line 9 of Schedule 8 includes only the G-17486 
incremental costs. Such a computation was made for the 
purpose of computing the main line cost of service on 
Schedule 7 only. It has no use or connection with Sched- 
ules 1 to 6. 

Mr. Steffey: Thank you, Mr. Fleer. 

Presiding Examiner: Any other questions? 


(No response.) 


Presiding Examiner: I would like to ask a question 
along similar lines that I do not think has been covered, 
and I have been hoping somebody would make it clear. 

What does this rebut in this case? What presentation 
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of the applicant does this tend to rebut? What did the 
applicant do? 

Mr. Smith: Mr. Examiner, I do not understand this is 
rebuttal. We are putting in this case in opposition to the 
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application. 

I further understand that neither Northern nor any 
other party here seeking service to towns have placed any 
feasibility study on this record, and this exhibit. and this 
is offered to show the facts and an analysis from the 
evidence which is in this record to show what the deficien- 
cies in revenue would be and to acquaint the Commission 
with the fact so that they will have it before them. 

Presiding Examiner: Northern made some showing, it 
seems to me, with regard to branch line feasibility, did they 
not, witness? This is factual. I am not asking him argu- 
ment, I am asking him facts. 

Mr. Wolf: Mr. Examiner, purely as a matter of fact, 
I am quite sure that Mr. Smith misspoke himself and did 
so unintentionally. Northern has presented testimony and 
evidence and exhibits bearing upon precisely the subjects 
that Mr. Smith says we did not present them on. We have 
those exhibits in this record. 

Mr. Smith: Well, I will withdraw my statement to that 
effect. 

But in any event, it is not rebuttal, and it is merely in 
opposition and a presentation showing what we claim the 
facts to be. And for that purpose it seems to me that it is 
perfectly proper. 

Presiding Examiner: Well, I will just approach it from 
the other angle. I just thought the witness would like to 
have 
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his presentation shown in contrast to what the applicant 
showed. 
Are you familiar with what the applicant attempted to 
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show in regard to feasibility of building these facilities to 
these towns? 

The Witness: I am familiar with the applicant’s cost of 
service exhibits, 

Presiding Examiner: Now, that—— 

The Witness: and—could I continue, please? 

Presiding Examiner: Go ahead. I thought you finished. 

The Witness: And as I stated, I cannot fiind from those 
exhibits in one place the total impact upon the present 
system. It is scattered throughout several exhibits, and 
revenues in some cases are computed at retail levels and 
costs at transmission levels, so they are not comparable. 

Presiding Examiner: Have you applied this yardstick— 
and I assume that you would agree that this is somewhat 
of a yardstick for measuring branch line feasibility, is that 
not right? 

The Witness: Yes, it could be. 

Presiding Examiner: Have you applied that to any ex- 


isting branch line? 

The Witness: As a whole, some such information ap- 
pears on Schedule 6, where I show the present system 
branch line investment being an average of $41 per Mef of 
contract demand. 

Presiding Examiner: Yes, but that is the total branch 
line, 
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as I understand it, an average of the total. I mean any 
single branch line situation. You have not taken any of the 
other branch lines and applied this yardstick, have you, to 
see whether or not this would comport with the actual facts 
of operation? You have not tested it that way, have you? 

The Witness: I have not tested it on individual exten- 
sions. 

Presiding Examiner: Now, from an entirely different 
angle, let’s see what else you may not have done or what 
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the bearing is, because I am trying to place this along with 
the other showings. 

Let’s assume that you leave out one-third of the branch 
lines. Could you still apply your figures? 

The Witness: You mean by that that one-third of the 
branch line investment would not be certificated? 

Presiding Examiner: That is right. 

The Witness: And what is your question, sir? 

Presiding Examiner: What validity does your showing 
have with regard to the two-thirds left as to whether they 
are feasible or unfeasible? 

The Witness: Well, the effect upon the feasibility of the 
balanee would depend upon the one-third that was elimi- 
nated—the costs and the potential revenues from those 
extensions. 

Presiding Examiner: Well, this being incremental, how 
do you apply the increments? That is what I am trying 
to find out. 

What you are really taking here is an overall figure and 
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applying that piecemeal incrementally, is that not right? 

The Witness: No—my exhibit covers overall only, not 
individual extensions in any way. 

Presiding Examiner: You have not applied this to all 
the branch lines to see whether all the branch lines of 
Northern are feasible, have you? You have only taken the 
branch lines in this case, have you not? 

The Witness: That is right. 

Presiding Examiner: So it does take overall fieures and 
apply it to only a part of the system, does it not? 

The Witness: It applies it to the ones proposed in this 
docket. 

Mr. Smith: Mr. Examiner, you are not 

Presiding Examiner: But you do not know what 
effect—at least, you have not made the study—you may 
not—but I am just trying to find out how you have tested 
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this. Have you tested this to all of the branch lines? In 
other words, have you applied this to Northern’s branch 
lines as a whole? 

Mr. Smith: Mr. Examiner, may I inquire why the Ex- 
aminer even thinks that would be admissible? Because 
those lines are certificated, they are in operation, and it 
seems to me that there ought to be some limit. That is 
fundamental. 

This Commission, I cannot understand in this proceed- 
ing, could go into the other branch lines, even though it is 
true that in the Dubuque Extension, which we oppose, they 
are now 
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selling less gas than they were certificated for. 

And therefore, other branch lines—if you want to go 
into that, we will be very happy to make a study to show 
just what Northern’s estimates have been in actuality. But 


I did not feel, and I do not fecl now that that is a proper 
matter to be presented in this record. 

But if the Examiner is interested in it, you will find very 
interesting reading. 

Presiding Examiner: Well, Mr. Smith, IT was trying to 
find out what he did, rather than what he ought to have 
done. I am not concerned about that right now. 

T was just trying to let the record show what he did. As 
T understand it, he took overall figures, overall averages, 
and applied those to a fraction of Northern’s system. 

{s that not correct? 

And the fraction being the fraction proposed in these 
applications. 

The Witness: I consolidated the estimates made by 
Northern for the proposed additions in these certificate 
cases and arrived at one total figure for each year. 

Presiding Examiner: Now, if you had used your same 
overall figures and applied it to every branch line Northern 
has to determine whether or not the entire branch line 
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system, including these presently proposed branch lines, 
were feasible or produced an excess or deficiency, you 
would have a different showing 
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from what you have, would you not? 

The Witness: I am not quite clear on—— 

Presiding Examiner: If you took the cost of every 
branch line—now, there is a basic distinction in your mind, 
is there not, between main line and branch lines? 

The Witness: Yes, there is. 

Presiding Examiner: All right. Suppose you had taken 
these overall figures and applied that to the entire branch 
line situation of Northern, including these; it would have 
been a different study from this, would it not? 

The Witness: Yes. The results would, of course, be 
different. 

Presiding Examiner: Well, I do not know whether they 
would be worse or what they would show, but I am just 
saying it would be a different thing from what you did. 
You did not do that, did you? 

The Witness: No. My study was only for the proposed 
additions. 

Presiding Examiner: But actually what Northern is 
going to have to live with and what you are going to have 
to live with is the application of these overall costs to the 
entire branch line system, is it not, if they get certificated? 
That is what they are going to have to live with. 

In other words, they are going to have to live with the 
netting out of the pluses and minuses of every branch line 
all 

3836 
over the entire system, including these. That is what they 
are going to have to live with, is it not? 

The Witness: That is what I have done here, shown the 
net figure only. 
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Presiding Examiner: But you have shown only the 
branch lines in these applications, is that right? 

The Witness: I have shown it for all facilities in these 
applications, Mr. Examiner. 

Presiding Examiner: Well, that is right. 

Well, I think the record should be fairly clear for those 
that read it, on what it is. 

I wanted it to show, at least this much, that this is not 
an overall study, that this is an incremental study, and 
it relates overall figures to only a part of the system. 

Any other questions produced by my probing these 
points? 


(No response.) 
Presiding Examiner: You are excused. 


(Witness excused.) 
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Jack L. Weiss—Recalled 


Cross-examination 
By Mr. Roach: 


Q. Mr. Weiss, would you first turn to transcript page 
3531, if you have it available? 
A. I don’t. 


(Transcript handed to witness.) 


Q. At that page in the transcript, in answer to a question 
of your counsel pertaining to the cost of service figures 
which you used, after having made reference to the fact 
that they were Northern’s figures, you stated, and I quote, 
«¢ . . where the staff believed it appropriate .. .” these 
figures were used. 
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Would you state for the purpose of the record what you 
had reference to when you used the word ‘staff’’? 
A. That is, the word ‘‘staff’’? 

Q. Yes. 

3849 
A. Myself. 

Q. Yourself. That’s fine. 

Now, on page 3530 of the transcript, you mention that 
all the costs except return and income taxes were taken 
from either various exhibits in the proceeding or from 
working papers made available to you by Northern. In 
looking at your Exhibit No. 180, I note that you have used 
a 6 per cent return in determining the cost of service, is 
that correct? A. That is correct, sir. 

Q. Now, is it true that you assumed a 6 per cent return 
without having made any independent studies on your own 
behalf to determine what would be a proper return? 
A. The use of a 6 per cent return for purposes of this 
exhibit was solely for illustrative purposes. 

Q. And it is not intended to convey any opinion on your 
part that a 6 per cent return is or is not proper? A. That 
is right, sir. 

Q. Now, on Exhibit 180, you made certain adjustments 
to the working capital, which I believe were the elimination 
of minimum bank balances and an offset of 50 per cent of 
Federal income tax accruals against a 3314% per cent that 
Northern had used? A. That is right, sir. 

Q. Now, that adjustment, can we assume that that was 
used for illustrative purposes also and is not based upon an 
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independent study made by you of the correctness of such 
adjustments? A. The elimination of minimum bank bal- 
ances was consistent with the position I took, consistent 
with the Commission’s past findings in other cases. The 
use of the 50 per cent offset of Federal income tax accruals 
that I used for purposes of Exhibit 180 were again con- 
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sistent with the action taken by the Commission in Opinion 
No. 228-A, where again it used the average of Federal 
income tax accruals. 

Q. Well, then, stated differently, those eliminations were 
not based upon any particular study you have made of the 
situation as it exists in Northern Natural Gas Company 
today? A. That is right, sir. 

Q. Now, turning again to Exhibit 180, Mr. Weiss, and 
more particularly to line 14, entitled ‘‘Other Operation 
Expenses,’’ there is a figure there in column (b) in the 
amount of $5,368,000. Our checks of your figures indicate 
that that figure which I have just read should be increased 
by $529,130, since it appears to us that you had eliminated 
the last-mentioned figure based on—or for the purposes of 
eliminating duplicate facilities, when it is our opinion that 
the figure had already been eliminated in the papers that 
were given to you. Jam wondering if you are in a position 
to state whether or not the $5,368,000 figure should not be 


increased by the $529,130 figure? A. If, as has been repre- 
sented to me, that deduction 
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had already been made, then I would agree that the amount 
should be increased by $529,000. 

I might add, however, that it is not apparent, or it was 
not apparent to me, in the reading of Exhibit No. 57 or 
Exhibit No. 172, that that deduction had been made: and 
therefore I made the reduction of the $529,000 figure. 

Q. But if it was demonstrated that the deduction had 
been made, then you would agree that it should be added 
pack in? A. Yes, sir. 

Q. Now, referring again, Mr. Weiss, to Exhibit No. 180, 
as I understand your direct testimony, your assignment of 
costs between constant and variable, or demand and com- 
modity, is premised on your understanding of Opinion Nos. 
228 and 221, is that correct? A. That is correct, sir. 

Q. Or 281, I should say. A. 281, that is correct, sir. 
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Q. And again in this case, that being true, I assume that 
you have made no independent study of the operations of 
Northern’s system to determine whether in this particular 
case this would be a proper assignment of costs? A. As 
you have just indicated, this assignment of costs was 
predicated on the findings of the Commission in Opinion 
No. 281. 

Q. Yes. 

3852 


Now, if you will refer, please, to Exhibit No. 181. Now, 
again, is it true that your allocation of costs in this exhibits 
are based upon your understanding of the mechanics that 
were set forth in Commission’s Opinion No. 281? A. Yes, 
sir. 

Q. And you have made no independent study of North- 
ern’s system or its present-day operations as a predicate 
for this particular allocation of cost? A. No, sir, I have 
not. 

Mr. John McGrath: Mr. Examiner, may I make inquiry 
of Mr. Roach on this question? 

These questions where you ask, does it take into consid- 
eration present-day operations; do you have reference to 
conditions as reflected in Exhibit 184 and Exhibit 185 or 
some other exhibits in these proceedings? 

Mr. Roach: Well, I have reference to the operations of 
Northern in the cost of service related thereto as contained 
in the evidence in this record, as against the cost of service 
and the operations of Northern at the time either Opinion 
228 or 281 was issued. 

Mr. John McGrath: In other words, you are including 
the increased facilities in this record? 

Mr. Roach: I am. 

Mr. John McGrath: All right, thank you. 


By Mr. Roach: 


Q. Now, Mr. Weiss, if you will direct your attention 
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to Exhibit 181, on page 2, line 42, the last figure appearing 
under, it looks to be column (j), 1s 27.39 cents, which is 
indicated to be the average commodity cost or the average 
cost allocated on the commodity basis, is that correct? 
A. That is right, sir. 

Q. Now, on line 39 of that same Exhibit 181, Sheet 2, 
the total cost of service is shown to be $169,046,195. Can 
you state of that total what part of it are fixed costs and 
what part of it are variable costs? A. Since my classifica- 
tion of costs are as between demand and commodity, I 
could give you a breakdown as between demand and com- 
modity, rather than as between classifications you have 
mentioned. 

Q. Well, no, you do not, then, have a breakdown between 
fixed and variable? A. No, sir. 

Q. Well, would you assume, subject to your checking, 
that of the $169,046,195 that approximately $78,300,000 are 
variable? A. If that is an expansion of the figure found on 
Exhibit No. 58, Schedule 1, line 3, I would accept that, 
subject to check. 


Redirect Examination 
By Mr. Steffey: 


Q. Mr. Weiss, if you were to increase the figure on line 
14 of Exhibit 180 of $5,368,000 by the figure or the amount 
of $529,000, what effect would that have upon the total cost 
of service as computed by you? A. I think I supplied you 
with my answer, Mr. Steffey. 

Mr. Steffey: Mr. Examiner, Mr. Weiss had computed 
this before this. 
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Presiding Examiner: That is all right. 
(Document handed to witness.) 


The Witness: The effect of increasing costs by the 
$529,000 
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figure would increase total cost of service by approximately 
three-tenths of one per cent. 


* * * * * * * * * e 
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Excerpts from Exhibit No. 6 


NORTHERN NATURAL GAS COMPANY 
SUMMARY OF ESTIMATED COSTS 


THREE YEAR PROJECT 


FIRST YEAR 
$ 4,279,800 
MAIN LINE EXTENSIONS 12,302,800 
OTHER FACILITIES 177,500 
4,089,600 


$20,849, 700 


832,500 


$21,682,200 


MAIN LINE ADDITIONS $ 1,835,500 


INTEREST & OVERHEADS 73,400 


“TOTAL SECOND YEAR $ 1,908,900 


MAIN LINE ADDITIONS $ 2,079,500 
INTEREST & OVERHEADS 83,200 


TOTAL THIRD YEAR $_2,162,700 


TOTAL THREE YEAR PROJECT $25,753,800 
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Total Gas Used 
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See Note 


Northern Natural Cas Compeny 
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Estimated for the First Three Years of Operation 


Second Year 
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Gas Operating Revenues and Sales Volumes 
Estimated for the First Three Years of Operation 


‘Third Year of tion 
Plus 
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Total Non-Jurisdictional Sales 
Total Gas Service Revenues 
Other Gas Revenues 


Total Gas Operating Revenues 


$n6°9 $55°9 
OLS 292 02 On9 LOO 02 


269 9S0 262$ Z2S€ OLE SOE $ 


ate the at ¢F HSL GL9 tT F 
got ee G 5eL OLE G 


(00g Th ) 
oo L 000 L 
get 16 2sb €ot 
zlib eg2 n€g Tol 8 


O16 Ge9 ee Ons ony ee 
oon eS (CHIH 


00g LLT T 
009 §gT T 


006 gt2 T 
000 £02 T 


OLS 292 02 049 LOO 02 
O6L dee OnT OFT S05 SET 


00S gle 00h TIE 
OOT €66 *T 000 LTE 4T 
Ont G06 9 ol9 $18 9 
oop 00g 4 

006 202 ST 00S 92T ST 
0S0 €€h Zot 09L 61g TOT 


Oot €En COT OLE etS gst 
00h 09S T OOL 9nS T 
096 226 gstt 010 996 9ST $ 


(2) (P) 


“TBOX aeay 
PATUL puosag 


$619 
062 cH 6T 
zoz gzg gTt ¥¢ 


———_ 


TLR ent tt $ 
135 < ah a 4 a 


(006 9€ ) 


000 1 
€9T 60T 
0S2 2€0 6 


066 €Se ee 
Ook tis zs 
OOT OOF T 
009 Tl2 T 
O62 ent oT 
oor Feo KET 


00g ont 
OOT gtL ET 
OTH 058 9 


008 1 
000 650 ST 
066 £20 TOT 


Ot SOL 9ST 


00g HES T 
06S Of2 Sot ¢ 


ee Op 


pouieq uinzeYy 
awooul £44TI4N 
aseg a78y pazsn(py [BIOL 


—_—— 


Pouseg UINJSY JO UOTPETNITBD 


awooul 3eN 


suoyzyonpaqd emoouy T33QL 


(aype19) - voy IONIYSUOD OF pesisyg 3897193UI 


qearazyul 13420 


asuadxg pus qyunods1qg 3Qaq JO UOTZBZTIAIONUY 


392d papuny uo 48a703UT 
suo; zoONpseg ewooul 


awooul 8019 
amosvuy 134320 T8IOL 


genusAdy 78arazU] 
sSanusaasy puaspyald 
a@wooul 13430 


amoour AVFTIIN 
gUuOTzPONpeg snusasy Buyyv2z9dQ TeOL 


amoour 3389S - Saxe] 

auooU] [e1apeg - saxeL 

awoou] usyy 13470 - saxeL 

uo} }Bz}yOWy 

uoyzBToa1daq 

sasusdxg Buyzes0do 
suoTzZONpag enuaasy Buyze2sedo 


- 
et 


sanuasasy Buyzesrado Teo] 


eanuaaay sep 1370 
gates seh TeInjIEN 
sanuaaay B3uyyqvsaedo 


(2) 


BTN} IIe 


ann + NO MDAS 


uozzeIedO JO s1Baxt adIYUL YBITA 9 AOJ pazeuyzeg 
pauieg uanzoy pues swoosU. 3oH JO yuewazEIS 


eT SsTapayss 


= 


Auedwop sep TeiInzEy usz3syzION 


( 


ORQ 


253 
Exhibit No. 49 


Northern Natural Gas Company 
Adjusted Statement of Return and Rite of Return Earned 
Estimated for the First Three Years of Operation 
(Revision of Sch. 12, Exhibit No. 9) 


Particulars 
a 


Revenue Adjustment 
Contract Demand - Mcf/day 
Annual Volumes - Mcf 
Amount 
Contract Demand at $3.81 per mo. 
Per Mcf 
Annual volumes at 23.4¢ per Mcf 
Total Revenue Adjustments 
Gas Purchase Adjus: 
Volumes of Cas jain x 109.5%) Met 
Amount at 16.16¢ per Mef 
Net Adjustment before Income Taxes 
Income Tax Adjustment at 52.62% 
Net Utility Income (Return) Adjustment 
Net Utility Income Before Adjustment 
Adjusted Net Utility Income 


Rate Base 


Adjustment to Rate of Retum 
Rate of Return Before Adjustment 


Adjusted Rate of Return 


) Represent Decreases 


2,843 4,156 
(861,018) (3,874,397) 
$ 129,982 


(201,478) 
$ (72,496) 


$ 190,012 


$ 143,195 
225,912 


$ 369,107 $(716,597) 
(942,815) (4,242,465) 
$(139,141) $ (685,582) 
$ 67,645 — $ (31,015) 
$204,330 -38,595_ (16,320) 
$ 93,94. $ 92,050 $ (14,695) 
$19,742,290 $29,007,640 $20,262,570 
$29,836,231 $20,039,690_ $20,247,875 


1,057,152 
$ 170,836 
$ 198,271 


$318,828,202 $305,370, 352 $292,058,652 


0% 01% (.01) $ 
6.196 __ 6.556 _ 6. 
6.226 6:56 6.93 
FEDERAL POWER COMMISSION 
Docket No... GI Y4 85. 
Hearing Ex. No. __ 
Date Identified 


Date Adinitted 


Tome earn moon 
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Excerpt from Exhibit No. 54 


NORTHERN HATURAL GAS COMPANY 
SUMMARY OF ESTIMATED COSTS 
or 
THREE YEAR PROJECT 
TOTAL 
FIRST YEAR 
$12,881,900 
3,757,800 
9,615,700 
169,500 
38,447,300 
64,872,200 


2,592,600 


COND YEAR 
$ 2,708,600 
1,394,700 


4,103,300 


164,100 


$4,965,400 


$76,697,600 


—_—————— 
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Northern Natural Gas Company 


Rate Base and Return 
Estimated for the First Three Years of Operation 


: Sch. Peoples 
Particulars Ref. vision 
(a) f (b) () (a) 
First Year 


Gas Plant io Service and Held for Future Use $ $11 020 Sly $ 29 Tl2 892 $ 481 307 927 $ 413 $43 127 
Less Reserves for Depreciation and Amortizatioa 127 693 217 6 031 951 121 561 266 120 481 466 


Net Utility Plant 303 327 02 23 680 ul 359 Gb Gol 293 301 GOL 


Contributions in Aid of Construction (| 21 233 300) (| 423 200) (810 700) (810 700) 
Working Capital (Preliminary) 18 020 600 2 263 400 15 757 200 14 964 300 


Total Preliminary Rate Base WOO 114 302 25 5eL ed 374 593 161 307 515 761 


Deduct 33.333% of Federal Income Tax Accruals 6 228 400 408 900 5 319 500 4 347 600 


Total Adjusted Rate Base : 3.393 335 go2 $25 12 261 36) 501 02 665 Lo 


Return at 6.5¢ $ 25 602 600 $1 682 300 $23 970 300 $_19 673 400 


Second Year f 
Gas Plant in 3ervice and Held for Future Use $ 515 551 619 $ 29 976 292 $485 575 327 $71 732 200 $ 413 S43 127 
Less Heserves for Depreciation and Amortization 146 045 667 7 135 751 133 405 916 3 614 050 135 295 366 
Net Utility Plant 369 505 952 22 ShO 541 Be 665 41D 63 118 150 270 Sh7 261 


Contributions in Aid of Construction ( 1 233 900) (423 200) ( 310 700) ( 810 700) 
Worning Capital (Preliminary) 13 079 300 2 271 300 15 308 500 343 200 14 965 300 


Tatal Prelininary Rate Base 386 351 852 Zu 639 Ol 361 963 211 65 361 350 292 701 3ol 
Deduct 33. 333% of Federal In:ome Tax Accruals 5 O17 200 396 500 5 9520 700 1 024 900 & 595 300 

Total Adjusted Rate Base 30_ 334 652 Bou 29 2141 $396 Ob? 511 3a 936 450 

Return at 6.5% : $24 [21 300 $ 1379 000 23 142 300 & UL 

Third Year 1 

Gaz P.unt in Service and Held for Future Use $ 520 777 319 $ 30 237 O92 $ 490 540 727 $76 697 600 $ 413 843 127 
Less Reserves for Depreciation and Amortization 164 563 317 8 248 701 156 320 116 6 209 850 150 110 266 

Net Utility Plaat 356 209 002 21 955 391 334 220 611 70 487 750 263 732 BEL 


Contributions in Aid of Construction ( 1 233 900) (423 200) ( 810 700) ($10 700) 
Working Capital (Preliminary) =. 13 143 000 2 273 400 15 864 600 898 700 1s 965 900 


Total Preliminary Rate Base 373 118 102 23 Gh3 591 349 274 Su 71 366 450 217 608 O61 
Deduct 33.333% of Federal Income Tax Accruals 5 846 300 385 700 5 460 600 1 084 300 & 376 300 
Total Adjusted Rate Base 3367 271 508 Sea boy Soa Zoi; ML | FO Oe | PTS SAL TOR 


Return at 6.5% ‘ $23 872 700 $1 52h 800 $22 347 900 $4 969.600 =$ 17,778300 


BHorthern Natural Gas Company 


Reserves for Depreciation end ssortisation 
Estimated for the First Three Years of Operation 


Functional Classification of Average Reserve Balances 
nd 


oo re ee Third Your 
This This 


Docket Other 


Distribution Plant 
Meters and Measuring Instruments 
General Plant 


> 
2 
3 
& 
3 
6 
7 
8 
9 


Total Transmission Division 


Peoples Division 


Depreciation Reserves 
Manufactured Gas Production Plant 
Town Plant Distribution Systems 
General Plant 


FORE 6 


Total Depreciation Reserves 


wv 
wu 


Reserves for Amortization of Other 


Total Peoples Division 
Total Reserves 0 gibe 632 617 
2 


Particulars 


ano 


Transmission Division 


Operating Expenses 
Less: Gas Purchased 


Transmission and Compression of 
Gas by Others 


Net Operating Expenses 
Cash Working Capital 1/8 of Above 
Other Working Capital Requirements 
Average Materials an4 Supplies 
Average Prepayments 
Minimum Bank Balances 


Total Freliminary Working Capital, 
Transmission Division 


Peoples Division 
Operating Expenses 
Cash Working Capital 1/8 of Above 
Other Working Capital Requirements 
Average Materials and Supplies 
Averege Prepayments 
Minieum Bank Balances 


Total Preliminary Working Capital, 
Peoples Division 


Totel Preliminary Working Capital 


Northern Natural Gas Company 


Working Capital 
Estimated for the First Three Yoars of Operation 


$99 582 055 
Te 697 TSO 


3 086 530 
ZT 


2 724 TOO 


7 TT 4oo 
38 900 
4 154 990 
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Excerpts from Exhibit No. 137 


Third Year Revenues - Tab D $1,594,582 


Third Year Cost of Service - Tab E 1,352,590 


Contribution to Main Line Cost of Service $ 241,992 


Third Year Contract Demand - Mcf 


Contribution to Main Line Cost of Service 
per Mef of Contract Demand 


Fifth Year Revenues - Tab D 


Fifth Year Cost of Service - Tab E 


Contribution to Main Line Cost of Service 


Fifth Year Contract Demand - Mcf 


Contribution to Main Line Cost of Service 
per Mcf of Contract Demand 


Extension_ 


$1,908,769 


1,415,869 


$ 492,900 


Tab F-2 


Alexandria 
Extension 


$532,545 
429,953 


$102, 592 


8487 


Exhibit No. Jb 


Ff Le “ygeefion Sheet lof 2 
se US 
NORTHERN NATURAL GAS COMPANY 


Adjusted Statement of Return and Rate of Return Earned 
Estimated for the Third Year of Operation 


oe 


10,752 
2,213,164 


avwnrd 
BRBBIo 


pastwnrg 
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Docket No. 51 748 


Hearing Ex. No. Li, 4 


bate Identiied ._____MAY 111959. 


Date Admitted MAY 1] 4959 $(2.,208,467) 


Zone 
Zone 
Zone 
Zone 
Zone 
Annual 
Zone 
Zone 
Zone 
Zone 
Zone 
Amount 
Zone 
Zone 
Zone 
Zone 
Zone 
Amount 
Zone 
Zone 
Zone 
Zone 
Zone 


atwnr 
SO85% 


Exhibit No. 


Sheet @ of 2 


NORTHERN NATURAL GAS COMPANY 


Adjusted Statement of Return and Rate of Return Earned 
Estimted for the Third Year of Operation 


Line No. Particulars 
Revenue Adjustment from Sheet 1 


Gas Purchased Adjustment 
Volumes - 3,367,790 Met x 109.5% - 3,687,730 Met 
Amount - 3,687,730 Mef at 16.16¢ 

Operating Expense Adjustment 

Depreciation Expense Adjustment 

faxes, Other than Income adjustment 


Net Adjustment before Income Taxes 
Income Tax Adjustment at 52.626 ( 305,196) 


Net Utility Income (Return) Adjustment ( 27%, 80%) 


Net Utility Income before Adjustment (Ex. 57, Schl. 12) 24,762,730 


Adjusted Net Utility Income 24,487 926 
Rate Base (Ex. 57, Sch 12) $367 ,272,802 


Less: Elimination of facilities proposed 
for tows which no longer desire eas 


from Northern 4al 882 366,846,920 
Adjusted Rate of Return 
Rate of Return before Adjustment (Ex. 57, Sch. 12) 


Adjustment to Rate of Return 


result from adopting the contract 
ustomer companies in 
486. The effect on system 


Exl.ibit No. 50 which is 
the above. 


266 


Exhibit No. 


Bo Beatin 
iL 6 4050 Witness 
Northern Natural Gas Company 


Eotimated Incremental Return and Rate of Return Farned 
om Facilities Applied for in Docket No. G-17,485 
Third Year of Operation - Wholesale Revenue Basis 


Por Adjustmento 
Exhibit Per Exhibit 


Particulars No. 9 No. 50 


Revemes (at town border rates for both 
Jurisdictional and non-Jjuriedictional sales) $ 8 232 700 1/$ 296 480 


Net cost of gas sales (Ex. 9, Sch. 1, Col.f, 
line 39) 8 870 170 80 512 


Excess or (Deficiency) in revemes (| 637 470) 215 968 


Adjustment of Federal and State income 


taxes * 52.62% of line 3 (335 437) 113 G2 
Excess or (Deficiency) in return ( 302 033) 102 326 


Return included in cost of gns sales at 
6.5% (Ex. 9, Sch. 1, Col. f, line 36) 


Return as adjusted 


Rate Base (Ex. 9, Sch. 2, Col. f, line 29) 
Return earned 
wW Revenue Computation 
Non-jurisdictiona 
Demand Billing Unite 
Annual volumes = Mcf 
Demand Charge 
Commodity Charge 


Revenues - 
Demand 
Commodity 
Total Non-juriedictional 


Jurisdictional Revenues - Per Ex. 9, Sch. 11, 
col. j, line 15 


Total Revenues per above = FLDCRAL POWER CON .wst4i 
Docket No 
Hooring bx. NO. --aenen nen : 
Date Wentited woeten ae 


Date Agmilicd --. 


8489 


[bv 


As 
Adjusted 


$ 8 529 180 


8 950 682 
(| bel 502) 


. ” 
te ‘yt 6 4050 
NORTHERN NATURAL GAS COMPANY Rageite z 
FEDERAL POWER COM!AISSION 
F. P, C. DOCKET NO. G-17485 


Docket No... GLZA 85. 
Hearing Ex. NO... LL sf 


— 


Date Identified 


Data Pertaining To Branch Lines 
Required To Serve 
39 Communities Proposed At 
FP. P. C. Docket No. G-17485 


Factors Used in Determining Branch Line 
Revenues and Cost of Service 


Data Pertaining to Branch Lines Required 
to Serve 39 Communities, Third Year of Service 


Data Pertaining, to Brunch Lines Required to Serve 
39 Conmunitics, Fifth Year of Service 


NORTHERN NATURAL GAS COMPANY 


Factors Used in Determining Branch Line 
Revenues and Cost of Service 


Revenues 

The estimated revenue is that revenue which would be received 
by Northern under rates proposed in the Rate Increase Application 
filea by Northern on May 26, 1958. 


Monthly Demand Commodit: Overrun 
Zone 1 eur rc) oe Broa ynet 219g] Met 
Zone 2 3.18/Mct 22.4¢/Met 22.4¢/Met 
Zone 3 3.50/Mct 22.94/Mcl 22.9¢/Met 
Zone B 3.81/Mef 23.4¢/Mct 23.4¢/Mcf 
Zone C 4.12/Mcf 23.9¢/MeL 23.9¢/Met 


Variable Cost of Gas 

]@ variable cost of gus to be used, including field cost of gas, com- 
pressor fuel, and all other variable cost is 16.15¢ per Mcf. 
Branch Line Cost of Service 


A. Depreciation - 3.5 per cont of total branch investment. 


hb. Rate of Return - 6.5 per cent of depreciated branch investuent. 


C. Federal Income Taxes - 4.44 per cent of depreciated branch investment. 


State Income Taxes - 


Towa: .0837 per cent of depreciated branch investment. 
Minnesota: -3229 per cent of depreciated branch investment. 
Nebraska: None. 
North Dakota: 2617 per cent of depreciated branch investment. 
South Dakota: None. 
Wisconsin: -3086 per cent of depreciated branch investment. 
Tilinois: None. 


Miscellaneous Taxes - -10 per cent of total branch investment. 


Ad Valorem Taxes - 


cent of total branch investment. 
cent of total branch investment. 
cent of total branch investment. 
cent of total branch investment. 
cent of total branch investment. 
cent of total branch investment. 
cent of total branch investment. 


" 


Iowa: 
Minnesota: 
Nebracka: 
North Dakota: 
South Dakota: 
Wisconsin: 
Illinois: 


"” 


PRPNONE 
SSRBARR 


33 
a 


SREBR 
" " 


G. Operation and Maintenance - 
a) Branch line under 12-inch: $290 per mile 


b) Branch line 12-inch and over: $370 per mile 
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39 COMMUNITIES PROPOSED AT F.P.C. 


BRANCH 

. COMMUNITY DISTRIBUTOR 

ANOKA, MINNESOTA 
Anoka, Minnesota 

Chemplin, Minn. 

Blaine, Minnesota 
Circle Pines, Minn. 
Coon Rapids, Minn. 
Elk River, Minnesota 
Lexington, Minn. 
Spring Lake Park, Mim 


NCPS 


; BARNUM, MINNESOTA 


—a 
* BRAHAM, MINNESOTA 
CLOQUET, MINNESOTA 
Cloquet, Minnesota 
Seanlon, Minn. 


DULUTH, MINNESOTA 
Duluth, Minnesota 
Proctor, Minnesota 


Duluth WG & S 
IRNG 

FOREST LAKE, MINNESOTA NSP 
HARRIS, MINNESOTA PNGD 
HINKLEY, MINNESOTA PNGD 
KETTLE RIVER, MINN. RNG 
LAKE ELMO, MINN. NSP 


MOOSE LAKE, MINN. 


NORTHERN NATURAL GAS COMPANY 


DATA PERTAINING TO BRANCH LINES ROOUIRED TO SERVE 

DOCKET NO. G-17485 
FIFTH ' YEAR OF SERVICE 

2 3 ns 5 


BRANCH CONTRACT ANNUAL 
RATE LINE DEMAND SALES 
ZONE INVESTMENT(1) MCF MCF 


REVENUES 
$1, 369,566 3,748,300 $1,554,810 


14,823 


21,700 31,8) 


56,200 31,713 
3,704,100 1,020,653 


15,124,000 5,240,349 


106, 300 40,419 
16,300 8,935 


36,577 
62,723 


68,000 
2liks ,600 


2h. ,600 11,700 


B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 
B 


288,000 99,945 


T 


BRANCH 
COSTS AND. 


COST OF GAS_ 


$ 830,570 


5,782 
30,985 


599 5714 


2,525,483 


24, 300 
2,917 


12,373 
45,216 

4,609 
48,649 


DOLLARS 


8560 


8 9 


NET REVENUE AVAILABLE TO 
DEFRAY M.L. COST OF SERVICE 
DOLLARS / IC. 


$ 724,2h0 $ 48.86 


6,062 
728 
420,939 


2,714,866 


16,119 
6,018 
2h 204 
17,507 
7,091 


51,296 


NORTHERN NATURAL GAS COMPANY 


ee eee 


DATA PERTAINING TO BRANCH LINES REQUIRED TO SERVE 
39 COMMUNITIES PROPOSED AT F.P.C. DOCKET NO. G-17485 


FIFTH YEAR OF SERVICE 
3 ee T 8 9 


BRANCH CONTRACT ANNUAL — BRANCH NEV REVENUE AVATLABLE TO 
DEMAND SALES Costs AND _ DEFRAY M.L.COST OF SERVICE 
cost OF Gas ~ DOLLARS DOLLARS/MCF 


BRANCE RATE LINE 
COMMUNITY DISTRIBUTOR ZONE INVESTNENT (1) MCF MCF 


MORA, MINNESOTA PNGD B $ 339,268 929 418,000 $224,291 = $ 15,995 $.. 17.22 


—— 


NORTH BRANCH, MINN. PNGD 4,733 39 68, 300 2 11,839 20,099 57.59 


PINE CITy, MUN. 41,260 236 , 600 45 , Sud 30,711 36.98 


RUSE CITY, MINN. 


Sos 


202,506 34,677 35,019 71.76 
SANDSTONE, MINN. 


a 


1T4, 100 32,474 29,662 63.38 
STILINATER, MINN. 991,500 181, 830 255,464 56.90 
Hudson, wisconsin 
Nerth Hudson, Wis. 
+illwater, Minn. 
Bayport, Minn. 
Oak Park, Minn. 


STURGEON LAKE, MINN. 


SUPERIOR, WISCONSIN 
Cariton, Minn. 


Superior, Wisconsin 


15,500 $,086 


3,761,100 1,316,175 


vw wb WD WWW tw wu 


WHITE BEAR LAKE, MINN. 

White Beer Lake, Minn. NSP 
Birchwood, Minn. NSP 
Dellwood, Minn. NSP 
Maltomedi, Minn. NSP 
Willernie, Minn. NSP 

WILLOW RIVER, MINK. PNCD 11,136 THE 2h , 600 
MINNESOTA MINING & MFG PNGD 5,418 - 245 200 


(1) Excluding Investment for Measuring Station Facilities 
(| ) Denotes Negative. 
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NORTHERN NATURAL GAS COMPANY 


Estimated Incremental Return and Rate of Retum Earned 
On Facilities Applied for in Docket No. G-17486 


Third Year of Operation - Wholesale Revenue Basis 


A tment 


Particulars 
(a) 


Revenues (At Town Border Rates for 
Both Jurisdictional and Non-Jurisdictional Sales) 


Net Cost of Gas Sales 
(Exhibit 57, Schedule 1, Colurm (f), Line 39) 


Excess or (Deficiency) in Revenues 


Adjustment of Federal and State Income Taxes 
(52, 62% of Line 3) 


Excess or (Deficiency) in Return 
(Line 3 minus Line 4) 


Return Included in Cost of Gas Sales 
(Line 2) at 6, 5% 


Return As Adjusted 


Rate Base 
(For Column (b): Exhibit 57, Sch. 2, Column (f), Line 29) 


Rate of Return As Adjusted (Line 7 + Line 8) 


Revenue Computation 
Non-Jurisdictional Revenues 
Demand Revenue 
Zone 1 
Zoue 2 
Zone 3 
Zone B 
Total Demand 


Commodity Revenue 
Zone 1 
Zone 2 
Zone 3 
Zone B 
Total Commodity 


Total Non-Jurisdictional Revenues 


Jurisdictional Revenues 
(Exhibit 57, Schedule 11, Sheet 3, Col. (j), Line 17) 


Total Revenues - Wholesale Basis 


() Indicate red figures 


Per Exhibit 


No. 57 


(b) 


$19, 930, 090 — 


22,891,590 


(2, 961, 500) 
(1, 558, 341) 
(1, 403, 159) 


4, 569, 600 


$_3, 166, 441 
—— 


$70, 302, 150 


4. 50% 


Billing Units 


Due to 
Duplication 


of Facilities 


(c) 
$ 


(529, 130) 
529, 130 


278, 428 


250, 702 


{_ 256, 800) 
+ 6, 098) 


$(3,951, 650) 


Per Exhibit 
No. 161 
pe 2 
(4) 


$ (1,208, 467) 


(628, 467) 
(580, 000) 


(305, 196) 


(274, 804) 


—— 


$ (274, 804) 


$ (424,882) 


Armount 


3,690 
128, 370 

1, 083, 390 
__17,740 
1, 233,190 


4,100 

148, 800 
1,928, 890 
___15, 020 
72096, 610 


3,330,000 


16, 600, 090 


$19, 930, 090 
aS 


Per Exhibit 
No. 
(e) 


$ 2,200, 360 


2,988, 450 


(788, 090) 
(414, 693) 
(373, 397) 


724, 100 


$ 350,703 
_——— 


$11,139,972 


3.15% 


~~ paypiupy seg 


Total 


Adjustments 
(f) 


$ 991,893 


1, 830, 853 


(838, 960) 
(441, 461) 
(397,499) 


467,300 


$69,801 
————— 


$6,753,440 


oH 


eg PL tO wes 


~ poyneapy ated 


oN 


gs6l2z AVA 


pawn < 


As Adjusted 
(g) 


$20,921, 983 


24,722, 443 


(3, 800, 460) 
(1,999, 802) 
(1, 800, 658) 


5.036, 900 


$ 3,236,242 
————— 


$77,055, 590 


4.20% 
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NORTHERN NATURAL GAS COMPANY 


Factors Used in Determining Branch Line 
Revenues and Cost of Service 


Revenues 

The estimated revenue is that revenue which would be received 
vy Northern under rates proposed in the Rate Increase Application 
filed by Northern on May 26, 1958. 


Commodit; Overrun 


. OG] Met 
22.4¢/Mcf 22.4¢/Mof 
22.94/Mof - 22.9¢/Met 
23.4¢/Met 23.4¢/Meft 
23.9¢/Mef 23.9¢/Mcf 


Variable Cost of Gas 
~The variable cost of gas to be used, including field cost of gas, Ccofi- 
pressor fuel, and all other variable cost is 16.15¢ per Mcf. 


Branch Line Cost_of Service 


A Depreciation = 3.5 per cent of total branch investment. 


Rate of Return - 6.5 per cent of depreciated branch investment. 
Federal Income Taxes - 4! per cent of depreciated branch investment. 


SBtate Income Taxes - 


Towa: .0837 per cent of depreciated branch investment. 
Minnesota: .3229 per cent of depreciated branch investment. 
Nebraska: None. 
North Dakota: .2617 per cent of depreciated ‘branch investment. 
South Dakota: None. 
Wisconsin; | 13086 per cent of depreciated ‘branch investment. 


Tllinois: None. 


Miscellaneous Taxes - .10 per cent of total branch investment. 


Ad Valorem Taxes ~- 


Towa: cent of total branch investment. 
Minnesota: cent of total branch investment. 
Nebraska: cent of total branch investment. 
North Dakota: cent of total branch investment. 
South Dakota: cent of total branch investment. 
Wisconsin: cent of total branch investment. 
Illinois: cent of total branch investment. 


G. Operation and Maintenance - 
a) Branch line under 12-inch: $290 per mile 


>) Branch line 12-inch and over: $370 per mile 
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NORTHERN NATURAL GAS COMPANY 
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Date Admitted 


Data Pertaining to Branch Lines 
Required to Serve 
24 Intervening Communities 
Which Northern is Willing to Serve 


I \THERN NATURAL GAS COMPANY 


DATA PERTAINING TO BRANCH LINES REQUIRED TO SERVE 
24 INTERVENING COMMUNITIES WHICH NORTHERN IS WILLING TO SERVE 
aes re gee Or ee Oe re Se ee 


THIRD YEAR OF SERVICE 


Net Revenue 
Branch Contract Annual Branch Available to Defray 
Line Demand _ Sales Costs and M, L. Cost of Service 
Distributor Investment * Mecf | Mef Revenues Cost of Gas . Dollars $/Mef 


ALEXANDRIA, MINNESOTA $1,320, 158 3,40 1,160,400 $ 460,703 $ 416,919 43,784 11.40 
Alexandria, Minnesota MVNG 
Browerville, Minnesota MVNG 
Long Prairie, Minnesota MVNG 
Osakis, Minnesota MVNG 


REDFIELD, SOUTH DAKOTA 471,670 1,074 436,310 145,023 149,215 (4, 192) (3.90) 
Doland, South Dakota 
Frankfort, South Dakota 
Redfield, South Dakota 


WILLMAR, MINNESOTA 
Atwater, Minnesota 
Cokato, Minnesota 
Cologne, Minnesota 
Dassel, Minnesota 
Glencoe, Minnesota 
Grove City, Minnesota 
Howard Lake, Minnesota 
Hutchinson, Minnesota 
Lester Prairie, Minnesota 
Litchfield, Minnesota 
Norwood, Minnesota 
Prior Lake, Minnesota 
Silver Lake, Minnesota 
Waconia, Minnesota 
Willmar, Minnesota 
Winsted, Minnesota 
Young America, Minnesota 


w 


BUDO OeOB OOD 


4,072,164 13,137 4,251,775 1,594,627 1,391,083 203,544 


* Excluding measuring station facilities 
( ) Denotes negative 


NORTHERN NATURAL GAS COMPANY 


DATA PERTAINING TO BRANCH LINES REQUIRED TO SERVE 
INTERVENING COMMUNITIES WHICH NORTHERN IS WILLING TO SERVE 


24 


FIFTH YEAR OF SERVICE 


Net Revenue 
Branch Contract Annual Branch Available to Defray 
Line Demand Sales Costs and M. L. Cost of Service 
Distributor Investment * Mef Mcf Revenues Cost of Gas Dollars $/Mcf 


ALEXANDRIA, MINNESOTA $1,320, 158 4,759 1,276,200 $ 532,545 $ 425,323 107,222 22.53 
Alexandria, Minnesota MVNG 
Browerville, Minnesota MVNG 
Long Prairie, Minnesota 
Osakis, Minnesota 


REDFIELD, SOUTH DAKOTA 471,670 1,383 468,934 165,472 150, 899 
Doland, South Dakota 
Frankfort, South Dakota 
Redfield, South Dakota 


WILLMAR, MINNESOTA 
Atwater, Minnesota 
Cokato, Minnesota 
Cologne, Minnesota 
Dassel, Minnesota 
Glencoe, Minnesota 
Grove City, Minnesota 
Howard Lake, Minnesota 
Hutchinson, Minnesota 
Lester Prairie, Minnesota 
Litchfield, Minnesota 
Norwood, Minnesota 
Prior Lake, Minnesota 
Silver Lake, Minnesota 
Waconia, Minnesota 
Willmar, Minnesota Willmar Gas 
Winsted, Minnesota MVNG 
Young America, Minnesota MVNG 


4,072, 164 17, 048 4,831,495 1,908, 887 1,452,944 455,943 


Ce Re eo ee ee ee ed 


* Excluding measuring station facilities 
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Northern Natural Gas Company 
Docket Nos. G-17485 and Ge17h86 


Classification of Total Cost of Service, Estimated for Third Year of Operation, 
between Demand and Commodity Components - Transmission Division 


Total Cost of Production Cost of Transmission | 
63 = Cost of Non-Mileare Costs Mileare Gosts 
Particular Service Demand Commodity Demand Commodity Demand | Commodity 


(9) 


Date ldenuiied _ aXe + 
Date Admitted — = 


(a) () (c) (a) (e) (t) (g) () 


rating Expenses 
Cost of Gas Purchased 
Permian Basin Pipeline Co. $29, 200, 483$3, 244,486 $25,955,997 

ther 55,121, 580 55,121, 580 

Gas Used in Utility Operations-Cr (5,548, 390) (5, 548, 390) 
Purchased Gas Expenses 1,009, 940 009, 
Gathering Expenses 1,539, 330 1,539, 330 
Products Extraction Expense 461,100 461,100 
Transmission Expense 

Operation 

Supervision and Engineering 1,273,309 $549,687 $723,622 

Compression Station Fuel 5,176,030 5,176,030 

Comp. Station Supplies & Exp. 927,960 927, 

Other Operation Expenses 5,368,000 2,684,000 2,684,000 
Maintenance 

Supervision & Eng. 304, 553 63,258 241, 305 

Cozpressor Station Equip. 1,461,080 1,461, 080 

Other Maintenance Exp. 1,074,217 537,109 537,208 
Miscellaneous 

Rents 11,260 5,630 5,630 

Transportation of Gas by Others 3,480,530 $3,480, 530 . 

Joint Expenses-Cr. (36, 720) (18, 360) (18, 360) 
Distrivution Expenses 866, 236 ? 
Customers Acctg. & Collection Exp. 295,080 
Sales Promotion Expenses 263,240 
Administrative and Ceneral Expenses7, 958, 020 1,422,894 2,225,972 3,732,197 ier 


Total Operating Expenses $10,196,848 $3,244,486$79, 962,451 $2,225,972 $7,212,727 $3,821,323 $11,738, 376 


Depreciation 17,428, 300 1, 763,230 7,607,671. 7,607,671 
Federal Income Tox 14, 259, 092 1,485,113 6,162,109 6,162,109 
State Income Tax 350, 397 36,437 151,429 151,429 
Other Taxes 7,829,885 847,482 3,376,687 3,376,987 
Return 2 6% 20,681,173 2,155, 392 8,933,853 8, 933,853, 
Other Gas Rev.(Exc. Gaso.)-Cr. (408, 700) (123,591) (135,980) (135,979) 
Gasoline Rev.-Cr. (1,290, 800) (2,290, 800) \ 


Total Cost of Service $269,046,195 $3,204,K8684,845, 7h $2,225,972 $7,212, T2T$29, 917,292 $37, 83h, 346 


Exhibit No. 
Witness 
Date 


Distribution & Customers’ 

Accounting & Collection Costs 

Delivery Point Commodity 
Costs Costs 


(4) (9) 


$433,108 $433,128 
12, 540 142, 540 


287,683 287, 682 
$863, 342 $363, 340 


22h, 820 
22k, 167 
5,503 
114,270 
328, 003 328, 003 


(12, 542) (12, 543) 


$1, 748, 567. $1, 748, 567 


Sales Pro- 


motion Co: 


$263,240 


1,592 


$264,832 
88 

1,427 

86 

89 


2,069 
(65) 


$268, 526 


Northem Natural Gas Company 
Docket Nos. G-17U85 and G=17U86 


Allocation of Costs By Zones, Estimated for Third Year of Operation - Transmission Division 


Cont of Protuction of Transnission 
Goat oe Teme tion % Lon Co 
Desand Comments ty 


(s) (h) 
4, S52 329,N02 $ UO9,tuy $39,702 = BaynTh «=: 228,076 $ —-MLLWOBS 53,934 
3305 s 761320 “2,264,126 “Stodi® 205,516 96,82 77,42S” GL, 776 
7,995 5 105,722 1,673,284 70,8ub 137,760 224,928 168,293 120,719 
294,382 7 972,661 22,747,585 652,780 1,299,979 79157503 79295708 346,723 469,552 
25,647 8,22 203,792 2547, 198 69,544 240,700 721,635 «973,763: 1TH AUS 195535 
280,023 5 1,076 ,UL5 25,6325893 721,324 210,575 7,879,139 8,843,951 521,362 $29,027 
575,649 5 1,870,539 37,606,322 2, 3,132,679 16,176,253 8 $59,294 
75,089 . 222,L0b 8,551,206 7 8 2,222,839 313,337 
$62,797 62,936 650,738 197,784 2,782,943 N6,O57,525  ayteuyTUS 46"MEVEM — 18,307,772 22,215,872  873,¢32 
14,287 28,012 104,298 Ub, 246 9 230,4U5 6,395,2 25s ,bbL POL, 2d: 2,934,647 Ly 969,Suh 125,847 
3,726 e 3,252 954 7,689 ot 5,153 15,907 927 7 28,253 
2,924,229 107,550 45,200 2s,13b 8 163,59 MT,2ZL_—=«3026,26U $077,022 154,110 
13,$72,513 13,625 35,242 23,618 260,027 i 1,527,300 7,708 


13,625 35,242 2,32L,F3! pS 200,027 1,523,340 7,705 
Dees 73 Bs prapeyt ie cha Tee PUL 7 ; STI, WoT a 


2,372,956 423,253, 3 $3, 2s, WAS72,%l. 2,225 S7,212,727  S2PgLT~LIZ - 37, 


4 ° s t ay 1g 8 
as LOT, 7225249 955 Sy $2,8ub, 29377153933 $445 36,96, 07% $26, 89,479 722,593,60781,094 102 SA, LTA, 722 ar CLL 155,202 

) 

' 

t 

\ 
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( 
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Sheet No. 2 of 2 
Northern Natural Cas 


Docket Nos. G-17485 and ¢-17k86 


Comparison of Allocated Cost of Service and Revenues, and Rates Developed from Cost Allocation 


Revermes Excess or Average Average Miles of Eaui 
(Jurisdictional (Deficiency) Cost Commodity 


Sales) 1/ _ of Revenues Cents, Cost/Mcf Commodity Demand 
(a) (>) (c) (a) (e) (3) (x) Q) 
Zone 1 
Sales to Other Utilities $ 775,593 $1,001,023 $ 225,430 $ 231,04 $1.36  $ 5'4,479 23.31¢ 320. 32 
Direct Sales 1, 768,405 93.32 
Total Zone 1 2,543,998 156.45 
. Zone 2 
Sales to Other Utilities 42,238,097 47, 030, 359 33,109,427 541.07 
Direct Sales 5,187,184 511.26 
Total Zone 2 47,425,282 538.20 
Zone 3 
“Sales to Other Utilities 78,995,615 80,916,871 59,615,815 758.30 
Direct Sales 16, 382,231 731-40 
Total Zone 3 95, 377,846 755-10 
: Zone B 
Sales to Other Utilities 17,721,810 (1,261,458) 3,455, 380 i 912.60 
Direct Sales 450,651 675.05 
Total Zone B 18,172,461 91.19 
Zone C 
26. — Sales to Other Utilities 4,725,127 4,109,603 \ 995.90 
Direct Sales oon 
Total Zone C 4,725,127 995.90 
Total of Above $168,244, 705 676.14 
Reconciliation to Income Acc'ts 
Field e3 27,000 
Drilling & Pumping Sales 518,820 


Other Sales 225,670 
Total Reconciliation —Zorng6 


” Total System $169, 046,195 


‘ Total Allocated to 
Jurisdictional Sales $1lb,456,238 $149,498, 212 $5,041,197 35-41¢ 36-65¢ $32,738,826 $1.98 $11,717,412 27.3% 


2/ Based on rates in Docket No, G-15335 and as proposed in Docket Nos. G-17485 and C-17K86 
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Excerpts From Exhibit No. 184 
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NORTHERN NATURAL GAS COMPANY 


ESTIMATED REVENUE DEFICIENCY ON SERVICE AS PROPOSED IN 
DOCKETS G-17485 AND G-17486 


First Three Years of Operation 
Line Year 
No. Description First Second Third 
(a) (b) (¢) (4) 
Revenues at Town Border Rates 
From Jurisdictional and Non- 
Jurisdictional Sales $19,940,235 $25,023,965 $29,451,163 
Cost of Service 28,634,292 31,892,397 35,157,567 


SCHEDULE 1 


Revenues Less Cost of Service ($ 8,694,057) ($ 6,868,432) ($ 5,706,404) 
Sch.2- Sch.3 Sch. 4 


8570 


SCHEDULE 4 
NORTHERN NATURAL GAS COMPANY 


ESTIMATED REVENUE DEFICIENCY ON SERVICE 
AS PROPOSED IN DOCKETS G-17485 AND G-17486 


Third Year of Operation 


Revenues Revenues 
Line At Town Cost of Less Cost 
No. Description Border Rates Servico of Service 
a Se) sie (b) (c) (4) 
Original G-17486 Filing (Ex. 57) $19,930,090 $22,891,590 ($2,961,500) 
Eliminate Duplication of Facili- 
ties (Ex, 172) —_— (529,130) 529,130 
Eliminate Six Communities and 
Adjust to Customer Estimates 
(Ex. 161) (1,208,467) (670,267) (538,200) 
Add 24 Additional Communities 
(Ex. 170) 2,200,360 2,988,450 (788,090) 
Original G-17485 Filing (Ex. 9) 8,232,700 8,870,170 (637,470) 
Adjust to Customer Contract 
Demand Estimates (Ex. 50) 296,480 80,512 215,968 


Totals as Reflected in Above 
Exhibits 29,451,163 33,631,325 (4,180,162) 
Add Cost of Gathering Not Re- 
flected in Above Exhibits Com- 
puted on Basis of System Third 
Year Unit Costs (230,899 x $6.61) 1,526,242 (1,526,242) 


Total Revenucs Less Cost of 
Service $29,451,163 $35,157,567 ($5,706,404) 
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SCHEDULE 5 
NORTHERN NATURAL GAS COMPANY 


ESTIMATED RATE OF RETURN ON SERVICE 
AS PROPOSED IN DOCKETS G-17485 AND G-17486 


First Three Years of Operation 


Line Year 
No. Description First Second Third 


(a) (b) (c) (d) 
Revenue Deficiency (Sch. 1) (% 8,694,057) ($ 6,868,432) ($ 5,706,404) 
Adjustment of Federal and 


State Income Taxes (52.62% 
of Line 1) (4,574,813) (3,614,169) (3,002,710) 


Return Deficiency (4,119,244) (3,254,263) (2,703,694) 
Return Included in Cost of 
Service 6,103,800 6,304,500 6,548,900 


Adjusted Return 1,984,556 3,050,237 3,845,206 
Rate Base $93,904,274 $96,991,974  $100,752,640 
Rate of Return 2.11% 3.14% 3.82% 
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SCHEDULE 6 
NORTHERN NATURAL GAS COMPANY 


ANALYSIS OF TRANSMISSION PLANT INVESTMENT 
G-17485 AND G-17486 


Line Present Proposed Additions 
No. Description System First Year Third Year 
(b) (e) (4) 


a) 
1 Transmission Plant Investment 
Present System 
Main Line $287,325,980 $26,638,084 $ 40,811,050 
Branch Line 55,068,044 
Extensions 
North of Farmington 28,899,106 28,899,106 
South of Farmington 35,084,475 35,084,475 


Total Plant $342,394,024 $90,621,665 $104,794,631 
System Capacity—MCF 
Present System 1,341,209 
Proposed Additions 
North of Farmington 55,783 105,056 
South of Farmington 76,010 125,843 


Total Capacity 1,341,209 131,793 230,899 
Plant Per MCF of Capacity 
Present System 
Main Line $214 
Branch Line $41 
Extensions 
North of Farmington 
South of Farmington 
Totals $255 
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NORTHERN NATURAL GAS COMPANY 


COMPUTATION OF MAIN LINE CONSTANT UNIT COSTS 
Third Year—G-17486 

Line Amount 
No. Description Total Per MCF 
1 Annual Gathering Constant Cost Per MCF of 

Contract Demand 
2 System Gathering Constant Cost (Ex. 174) $21,488,617 
3 Total System Equivalent Contract Demand 

Less Drilling and Pumping 1,554,439 

4 Unit Gathering Constant Cost 
5 Incremental Main Line Transmission Constant 

Cost Per MCF of Contract Demand 
6 Transmission Constant Cost 
7 
8 
9 


SCHEDULE 8 


G-17486 System (Ex. 174) $69,330,565 
G-17485 System (Ex. 163) $57,941,494 
Incremental Constant Cost $11,389,071 

0 Ratio of Main Line to Total Transmission 
Investment 45% 

11 G-17486 Main Line Transmission Constant 
Cost $ 5,125,082 
12 G-17486 Contract Demand (Ex. 62) 164,568 

13. Unit Main Line Transmission Constant Cost 


14 Total Main Line Constant Unit Cost Per MCF 
of Contract Demand 


Excerpts From Exhibit No. 185 
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NORTHERN NATURAL GAS COMPANY 


EFFECT UPON MINNEAPOLIS GAS COMPANY OF CERTIFICATION 
OF FACILITIES PROPOSED IN F.P.C. DOCKET NOS. G-17,485 
AND G-17,486 

(a) (b) (¢) (a) 

Line Year of Operation 
No. First Second Third 
1 Deficiency in Revenues for the 

Facilities Proposed at FPC Docket 

Nos. G-17,485 and G-17,4861 $7,822,905 $5,639,355 $4,180,162 

Contract Demand for Presently 

Served and Proposed Communi- 

ties—Mef 1,473,002 1,527,151 1,572,108 

Annual Volumes for Presently 

Served and Proposed Communi- 

ties—Mef 463,232,397 474,706,718 484,728,353 

Amount of Revenue Deficiency 

Applicable to Minneapolis Gas 

Company? 
5 Contract Demand Basis $1,460,486 $1,015,500 $ 731,212 
6 Annual Volume Basis $ 965,308 $ 679,049 $ 492,937 


1 Based on revenues at town border rates for both jurisdictional and non- 
jurisdictional sales. 

20On the basis of 275,000 Mcf of Contract Demand and 57,160,600 Mcf 
annual volumes, as shown in Exhibit 13. 
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NORTHERN NATURAL GAS COMPANY 


Factors Used to Determine Incremental Cost of Service 
By Branch 


1. Variable Cost of Gas 


The variable cost of gas to be used, including field cost 
of gas, compressor fuel, and all other variable cost is 
16.15¢ per Mef. 


2. Branch Cost of Service (Applied to Branch Line Invest- 
ment and Town Border Station Investment) 


A. Depreciation—3.5 per cent of total investment 


B. Rate of Return—6.5 per cent of depreciated invest- 
ment 


C. Federal Income Taxes—4.44 per cent of depreciated 
investment 


D. State Income Taxes—Per cent of depreciated in- 
vestment: 

Towa 0.837 % 
Minnesota 3229 % 
Nebraska None 
South Dakota None 
Wisconsin 3086 % 
Tllinois None 


_ Miscellaneous Taxes—.10 per cent of total invest- 
ment 


- Ad Valorem Taxes—Per cent of total investment: 


Towa 1.73% 
Minnesota 2.49% 
Nebraska 1.04% 
South Dakota 1.38% 
Wisconsin 2.50% 
Tllinois 1.00% 


. Operation and Maintenance— 


(a) Applicable to branch line: 
Branch line under 12-inch $290 per mile 
Branch line 12-inch and over $370 per mile 
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(b) Applicable to town border station—d% of 
total town border station investment 


3. Incremental Main Line Cost of Service—$30 per Mef of 
‘Contract Demand 


4. Constant Gathering Costs Applicable to Branch Lines 
The constant costs for production, gathering and puri- 
fication are $13 per Mef of Contract Demand. 
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NORTHERN NATURAL GAS COMPANY 


RANKING OF BRANCHES 
PROPOSED IN F.P.C. DOCKET NOS, G-17,485 AND G-17,486 
ACCORDING TO REVENUE EXCESS OR DEFICIENCY AS SHOWN 
UNDER TAB 3 


(By Dollars Per MCF of Contract Demand)—Fifth Year of Service 
(a) (b) (¢) (4) (e) 


Revenuo Excess 
Contract (Deficiency) Including 
Demand _ Gathering Costs 


Rank Branch MCF Amount $/MCF 


Branches Proposed in F.P.C. Docket 
No. G-17,485 Plus Iron Range Area In 
F.P.C. Docket No. G-17,486 
1 Minn, Mining & Mfg. M.L.D. — $ 12,485 
Kettle River, Minnesota 120 9,853 
Cloquet, Minnesota 3,366 267,370 
North Shore Del. Pt., Minnesota” 13,400 562,434 
Duluth, Minnesota 37,212 1,089,595 
Iron Junction Del. Pt., Minnesota* 24,685 626,263 
Moose Lake, Minnesota 712 17,460 
Rush City, Minnesota 488 10,693 
Superior, Wisconsin 9,538 
Sandstone, Minnesota 468 
Stillwater, Minnesota 4,490 
2 Pine City, Minnesota 890 
White Bear Lake, Minnesota 3,850 
North Branch, Minnesota 349 
Hinckley, Minnesota 452 
Anoka, Minnesota 14,823 
Forest Lake, Minnesota 340 
Lake Elmo, Minnesota 130 
Harris, Minnesota 112 
Sturgeon Lake, Minnesota 96 
Willow River, Minnesota 146 
Barnum, Minnesota 148 
Mora, Minnesota 929 
Braham, Minnesota 406 


CHOBNIMAK WLS 


fe 
~ 
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(18.16) 
(20.75) 

45) 
(52.06) 


wrest 


19 0 
ne 


* Included in F.P.C. Docket No. G-17,486. All others above comprise the 
branches proposed in F.P.C. Docket No. G-17,485. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Docket No. G-17485 
Docket No. G-17486 


In the Matter of 
NorrHern Narurat Gas Company 
Notice of and Petition for Intervention 


Comes now the Metropolitan Utilities District of Omaha 
(hereinafter sometimes referred to as the ‘‘District’’) and 
respectfully shows the Commission : 


I. 


That the Intervener, Metropolitan Utilities District of 
Omaha, is a quasi municipal corporation created by the 
State of Nebraska for the purpose of exercising complete 
control over and operating the gas property and fran- 
chises originally acquired for that purpose by the City of 
Omaha, a municipal corporation likewise created by the 
State of Nebraska; that the District has its office at the 
Utilities Building, 18th and Harney Streets, Omaha, Ne- 
braska, and is in addition to the foregoing the exclusive 
statutory authority having jurisdiction to regulate rates 
and charges for the sale of natural gas to consumers within 
the territory of the District. 


II. 


That Northern Natural Gas Company (hereinafter some- 
times referred to as ‘‘Northern’’), operates the natural gas 
pipeline system from which Intervener receives its entire 
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supply of natural gas, and said company is subject to the 
provisions of the Natural Gas Act and to the jurisdiction 
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of the Federal Power Commission and has its principal 
offices at 2223 Dodge Street, Omaha, Nebraska. 


Ii. 


That District, your petitioner herein, is the sole gas dis- 
tributing utility serving the city of Omaha and environs in 
Douglas and Sarpy Counties, Nebraska, constituting a com- 
munity of over 300,000 persons. 


Iv. 


The application in Docket G-17485 is for a certificate of 
convenience and necessity to serve the communities of 
Duluth, Minnesota and Superior, Wisconsin, together with 
37 others along the 17114 miles of extension to Northern’s 
pipeline required for such service, the total cost of the 
project being $25,800,000.00. 


Vv. 


On the same date the aforesaid application was filed the 
companion application for certificate of convenience and 
necessity to serve a total of 287 new communities was filed 
by Northern and docketed as G-17486. This latter appli- 
cation is for the construction of facilities in the amount 
of $76,700,000.00. 


VI. 


These two applications relate to the new communities 
and projects for which certificates were sought in applica- 
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tions filed by Northern—Dockets No. G-12241 and G-14218. 
The proposals in Docket No. G-12241 were denied by the 
Commission’s Opinion and Order No. 316 issued October 31, 
1958, and certificate was denied in Docket No. G-14218 be- 
cause of the pendency of G-12241 as a part of the consoli- 
dated Midwestern case, Docket No. G-2306, et al. (See 
Opinion No. 316, page 33, mimeo copy) 


(11025) 
vil. 


The instant proposals as revealed from the applications 
indicate that the proposed service to the 326 new communi- 
ties will create a deficiency in revenues over the cost of 
service in the first year in excess of $8,000,000.00. 


VIII. 


Northern’s presently effective FPC Gas Tariff provides 
for presently connected communities to request any increase 
in contract demand some eighteen months prior to the Oc- 
tober in which same is to be made available by Northern. 
Town border or service agreements are executed for such 
inereased volumes between Northern and its customers 
during that period. This affords an opportunity for a cer- 
tificate application to be processed and the necessary facili- 
ties constructed. Immediately upon the increased volume 
of gas being made available to the presently connected cus- 
tomer, Northern charges and collects under its tariff the 
demand charge for the full amount of the additional 
volume requested by each. A presently connected com- 
munity cannot immediately attach the load to utilize 
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or sell all of the increased volume of gas for some time, 
but immediately begins to pay for same by means of the 
contract demand rate. The facilities herein proposed are 
to meet requirements of new communities three years and 
more after service begins, but such communities do not pay 
for third year requirements until that time arrives, in fact 
may not do so then because of not taking the third year 
estimated contract volume. When such a practice creates 
a deficiency in revenue as it does in these cases, it consti- 
tutes an unlawful discrimination against presently con- 
nected communities such as this intervener. 
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mx 


The Commission’s Opinion No. 316 in Docket No. G-2306, 
et al (page 32, mimeo copy), discusses Northern’s rates in 
reference to its certificate application, Docket No. G-12241, 
and states: 


“The Staff contends that Northern’s proposed rates 
depart materially from the requirements of Opinion 
No. 225, and in the distribution of costs unfairly and 
improperly favor proposed customers in Northern’s 
proposed new Zones B and C over existing jurisdic- 
tional customers in the present Zones 1, 2 and 3, These 
contentions raise questions to which Northern should 
address itself in any further proceedings in this case, 
to the extent a definitive showing can be made in 
matters of this kind in a certificate proceeding * * *.”’ 
(Opinion No. 225, In the Matters of Atlantic Seaboard 
Corporation, et al, 11 F.P.C, 43) 


This reference is to the new communities proposed in 
both of the instant applications. 
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x. 


At the end of the third year the volumes to be sold to 
the 326 new communities for which the pipeline is designed 
would be insufficient to meet Northern’s cost of service. 
The rates used to test the feasibility of these projects in 
the instant applications are those applied for by Northern 
in its pending rate application, Docket No. G-15335, which 
rates went into effect, under bond, in November, 1958. 
Such deficiencies will no doubt precipitate further rate 
increase applications by Northern in the very near future. 


(11027) 
xt. 


That any such revenue deficiency or cost, payable by or 
exacted from Northern’s present distributing utility cus- 
tomers in order to subsidize an expansion of Northern’s 
pipeline system to serve a new territory and area, would 
constitute the unjust, unreasonable and discriminatory 
taking of property of this Intervener without due process 
of law, in violation of the Constitution of the United States 
of America and particularly the Fifth Amendment. 


XII. 


That no certificate of convenience and necessity should 
be granted in this proceeding unless and except upon con- 
dition that Northern be required to present and file with 
the Commission a rate proposal applicable to the proposed 
new communities so that a revenue deficiency to Northern 
will not result from such service, or that such new com- 
munities be required with the commencement of service 
to pay Northern’s 
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effective rate for a contract demand volume necessary to 
provide sufficient revenues to avoid a deficiency therein, 
or that any deficiency in revenues resulting from service 
to said new communities for the first three years of such 
service be borne exclusively by Northern from its surplus 
funds and that such deficiency not be available to it for the 
purpose of supporting a request for increased rates. 


xii. 


For the foregoing reasons this District has a right to 
intervene herein in order that it, and the ultimate con- 
sumers served and represented by it, may be adequately 
represented in this proceeding, and that such intervention 
will be in the public interest, as well as necessary and 
proper in the administration of the Natural Gas Act. 
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WHEREFORE, your petitioner respectfully requests the 
Federal Power Commission to enter an order permitting 
the Metropolitan Utilities District of Omaha to intervene 
and fully participate for all purposes as a party in these 
proceedings in accordance with the provisions of the 
Natural Gas Act and the General Rules and Regulations 
of this Commission issued thereunder. 


Dated this 16th day of February, 1959. 
Respectfully submitted 
Merropouiran Utimities District 


oF OMAHA 


By Geo. C. ParprEr 
George C, Pardee 
General Counsel 


Of Counsel 


G. H. Sei¢ 
H., H. Fovrxs 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 
WASHINGTON, D. C. 


Docket Nos. G-17485, G-17486 
In the Matter of 


Norruern NaturaL Gas Company 


Petition of Intervention of Council Bluffs Gas Company 


Comes now Council Bluffs Gas Company (herein called 
“Council Bloffs’’) and petitions the Commission for leave 
to intervene in the matter of Northern Natural Gas Com- 
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pany’s (herein called ‘‘Northern’’) applications for cer- 
tificate of public convenience and necessity in each of the 
above entitled dockets in which an order for consolidation 
has either been made or petitioner is informed and believes 
soon will be made, and in support of said petition of inter- 
vention shows to the Commission the following: 


1. That Council Bluffs is a Delaware corporation with 
its principal place of business at 29 South Main Street, 
Council Bluffs, Iowa, and is a gas utility served by North- 
ern. 
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That Northern is Council Bluffs sole supplier of natural 
gas. 


2. That Council Bluffs serves the City of Council Bluffs 
and its environs having a population of about 50,000. That 
Council Bluffs has about 17,000 customers. 


3. That Northern is a natural gas company within the 
meaning of the Natural Gas Act, and furnishes and trans- 
ports natural gas to each of the gas distributing companies 
served from its pipeline systems, including Council Bluffs. 


4. That on or about the 12th day of January 1959, North- 
ern filed its application for a certificate of public conveni- 
ence and necessity to serve the communitirs of Duluth, Min- 
nesota, and Superior, Wisconsin, together with 37 other 
communities along and to be served from Northern’s pro- 
posed extension of its pipeline to Duluth, the total of the 
cost proposed being $25,800,000.00, all as more particularly 
set forth in Northern’s application in Docket G-17485. 


5. That on or about the 12th day of January, 1959, North- 
ern also filed an additional application for a certificate of 
public convenience and necessity to serve a total of 287 
new communities, all as more particularly set forth in 
Northern’s application in Docket G-17486. That the esti- 
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mated cost of construction of facilities in this docket 
amount to $76,700,000.00. 


11074 


6. That the granting of either or both of Northern’s 
applications hereinabove referred to, would result in a de- 
ficiency in Northern’s cost of service, which would result 
in Northern’s making an application for further rate in- 
creases in the very near future. 


7. That any such revenue deficiency or cost made neces- 
sary by the additional communities being added to North- 
ern’s system as a result of the granting of the present 
applications or petitions for certificates of public conveni- 
ence and necessity would result in exacting from North- 
ern’s present distributing utility customers higher prices 
simply for the purpose of subsidizing Northern’s expan- 
sion program to serve new territory and area, and would 
constitute unjust, unreasonable and discriminatory taking 
of property of this intervenor and its domestic consumers 
without due process of law, in violation of the Constitution 
of the United States of America, and particularly the Fifth 
Amendment. 


8. That no certificates of public convenience and neces- 
sity should be granted in either of these petitions unless 
and except upon condition that Northern is required to pre- 
sent and file with the Commission a proposal applicable 


11075 


to the proposed new communities so that no rate increase 
to presently served communities will result from such 
expansion. 


9. That Council Bluffs is vitally concerned with the effect 
of Northern’s application for certificate of public conveni- 
ence and necessity above referred to will have on its pres- 
ent and future cost of gas and the deliverability of pres- 
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ently controlled gas reserves, and the effect upon Council 
Bluffs domestic consumers of gas. 


10. That the name, title and Post Office address of the 
person to whom it is requested that correspondence, com- 
munications, or other matters in regard to this petition be 
addressed, is— 


Raymond A. Smith, 
Secretary and Counsel, 
Council Bluffs Gas Company, 
Council Bluffs, Iowa. 


Wuenerore, your petitioner prays that it be permitted to 
intervene in the above entitled proceedings 
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with leave to present evidence, examine and cross examine 
witnesses, and to participate generally therein. 


Respectfully submitted, 


Councw Buurrs Gas Company, 


Joun W. Fiev 
Vice President. 


Raymonp A. Siro 
Raymond A. Smith, Counsel For 
Council Bluffs Gas Company. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 
WASHINGTON, D. C, 


Docket No. G-17,485 
In the Matter of 
NortHern Naturat Gas ComPaNy 
Petition in Intervention of Minneapolis Gas Company 


Comes now Minneapolis Gas Company and respectfully 
shows to the Commission: 


I. 


That Minneapolis Gas Company (Minneapolis) is a cor- 
poration organized under the laws of the State of Delaware, 
duly authorized to transact business in the State of Minne- 
sota, and is engaged in the business of a local gas 
distribution company, distributing natural gas in the City 
of Minneapolis and nearby territory, all in the State of 


Minnesota. 
I. 


That Minneapolis obtains its entire supply of natural 
gas from Northern Natural Gas Company (Northern). 
That during the calendar year 1958 Minneapolis purchased 
approximately 53.4 billion cubic feet of natural gas from 
Northern. Minneapolis is the largest resale customer on 
Northern’s system, purchasing approximately 19% of 
Northern’s total sales for resale in the period aforesaid. 
That as of December 31, 1958, Minneapolis served natural 
gas to approximately 211,180 customers, of which 
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178,523 are space heating customers, and on that date was 
entitled to receive from Northern a daily contract demand 
volume of 263,000 Mef of natural gas, as provided in the 
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presently effective service agreement for ‘‘CD’”’ rate 
schedules between Minneapolis and Northern. 


Ii. 


That communications to be addressed to this petitioner 
in this matter should be addressed to the following: 


Paul W. Kraemer, Vice President 
Minneapolis Gas Company 
739 Marquette Avenue 
Minneapolis 2, Minnesota 

and 
P. L. Farnand 
410 Roanoke Building 
Minneapolis 2, Minnesota. 


Iv. 


That on or about January 12, 1959, Northern tendered 
for filing in this docket an application for a certificate 
of public convenience and necessity to authorize it to sell 
and deliver to 39 communities north of the Twin City area 
in Minnesota and in Wisconsin 52, 523 Mef of natural gas 
as new contract demand volume for the third year of 
operation in said communities. That the total cost of the 
new facilities that would be required to make effective this 
delivery and sale of gas in the third year of operation is 
$25,753,800. 


Vv. 


That Northern, on or about January 12, 1959, also filed 
another application in Docket No. G-17,486 to render 
natural gas service in the third year of operation in the 
amount of an additional 164,568 Mcf to 287 new com- 
munities in Nebraska, Iowa, 
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South Dakota, Minnesota, Wisconsin and Illinois, at an 
estimated total cost of $76,697,600. That Northern pro- 
poses that both applications be consolidated for hearing. 


VI. 


That as shown on the map which is a part of Exhibit F 
of the application filed in this docket, and which is dated 
December 11, 1958, Northern proposes to extend a line 
westerly to Elk River from the main line from Farmington 
to Duluth, and further proposes to extend a line southerly 
from the Elk River line to a point which is in close prox- 
imity to the northern portion of the distribution system of 
Minneapolis. That a slight change in the design of the 
proposed line running westerly to Elk River and southerly 
to the Minneapolis distribution area could provide capacity 
for the delivery of gas to Minneapolis by Northern at a new 
auxiliary town border station. That such auxiliary town 
border station located at the northerly part of the present 
distribution system of Minneapolis would be of great 
benefit to the safety of the thousands of house heating 
customers served by Minneapolis in its distribution area. 
That the present delivery points of natural gas to Minne- 
apolis by Northern are all at the southern part of the 
distribution area and such delivery points are located 
approximately 25 miles from the point where an auxiliary 
town border station could be located at the northerly end 
of the distribution area of Minneapolis. The location of 
such auxiliary town border station at the northerly end 
of the distribution system of Minneapolis would provide 
volumes of gas at proper pressures for a growing area. 
That Minneapolis proposes that the deliveries of gas at 
the new 
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auxiliary town border station be within the presently ef- 
fective contract demand volumes and at the price and 
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other terms contained in the presently effective service 
agreement for ‘‘CD’’ rate schedules between Minneapolis 
and Northern, and that said gas be delivered by Northern 
to Minneapolis only during the period November 1 to 
April 1 of each year and at such other times as operating 
conditions may permit. 


Vil. 


That because of the foregoing facts, the granting or 
denial of a certificate of public convenience and necessity 
in this docket is a matter that will directly and vitally 
affect the interests of Minneapolis and the ultimate con- 
sumers it serves. The certificate that may be issued in 
this docket and the service supposed to be rendered there- 
by will directly affect Northern’s total overall cost of 
service and will directly affect Northern’s gas reserves, 
matters in which this petitioner has a substantial and 
direct interest. 


Vii. 


That based on the foregoing allegations Minneapolis 
hereby requests the Commission, in any certificate that 
may be issued in this docket, to condition such certificate 
contingent upon Northern agreeing to install facilities on 
the Elk River line and on the tap line running south from 
the Elk River line to a point near the present distribution 
system of Minneapolis so as to be able to deliver a supply 
of gas to Minneapolis at an auxiliary town border station 
to be located near the northerly side of the present dis- 
tribution system of Minneapolis. That said Commission 
also provide that the delivery of gas to be made to Minne- 
apolis shall be made within the contract demand volumes 
and at the price and 
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other terms contained in the presently effective service 
agreement for ‘‘CD’’ rate schedules between Minneapolis 
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and Northern, and that said gas be delivered by Northern 
to Minneapolis only during the period November 1 to April 
1 of each year, and at such other times as operating condi- 
tions may permit. 


Ix. 


That because of all of the foregoing facts, this petitioner 
has a material and substantial interest in the determina- 
tion of all the issues raised in this docket, and your peti- 
tioner is therefore vitally concerned with all of the pro- 
ceedings therein; that this petitioner will be directly and 
vitally affected by the procecdings and orders of the Com- 
mission in this docket; that it represents an interest that 
is not adequately represented by existing parties and as 
to which the petitioner may be bound by the Commission’s 
actions; that petitioner desires to be present at all hear- 
ings to be held in connection with this docket and any 
proceedings thereunder and desires the opportunity to 
present evidence in such proceedings. This petitioner 


requests that a public hearing he had in this docket. 


Wuenrerore, your petitioner prays that it be permitted 
to intervene in the above entitled proceeding, with leave 
to present evidence, examine and cross-examine witnesses 
and to participate generally therein, and that a public 
hearing be held in this docket. Your petitioner further 
prays and requests the Commission, in any certificate that 
may be issued in this docket, to condition such certificate 
contingent upon Northern agreeing to install facilities on 
the Elk River line and on the tap line running south from 
the Elk River line to a point near the present 
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distribution system of Minneapolis so as to be able to 
deliver a supply of gas to Minneapolis at an auxiliary town 
border station to be located near the northerly side of the 
present distribution system of Minneapolis. That said 
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Commission also provide that the delivery of gas to be 
made to Minneapolis shall be made within the contract 
demand volumes and at the price and other terms contained 
in the presently effective service agreement for ‘‘CD”’ rate 
schedules between Minneapolis and Northern, and that 
said gas be delivered by Northern to Minneapolis only 
during the period November 1 to April 1 of each year, and 
at such other times as operating conditions may permit. 


Mrxweapouis Gas CoMPANY 


Pau W. KraEMER 
By /s/ Paul W. Kraemer 
Vice President 


Farnanp, Lee & Mastor 
410 Roanoke Building 
Minneapolis 2, Minnesota 
Attorneys for 
Minneapolis Gas Company 


Dated March 24, 1959 


—_—— 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 
WASHINGTON, D. C. 


Docket No. G-17,486 
In the Matter of 
Norruern NaturaL Gas Company 


Petition in Intervention of Minneapolis Gas Company 


Comes now Minneapolis Gas Company and respectfully 
shows to the Commission: 
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I. 

That Minneapolis Gas Company (Minneapolis) is a cor- 
poration organized under the laws of the State of Delaware, 
duly authorized to transact business in the State of Minne- 
sota, and is engaged in the business of a local gas 
distribution company, distributing natural gas in the City 
of Minneapolis and nearby territory, all in the State of 
Minnesota. 

II. 

That Minneapolis obtains its entire supply of natural 
gas from Northern Natural Gas Company (Northern). 
That during the calendar year 1958 Minneapolis purchased 
approximately 53.4 billion cubic feet of natural gas from 
Northern. Minneapolis is the largest resale customer on 
Northern’s system, purchasing approximately 19% of 
Northern’s total sales for resale in the period aforesaid. 
That as of December 31, 1958, Minneapolis served natural 


gas to approximately 211,180 customers, of which 
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178,523 are space heating customers, and on that date was 
entitled to receive from Northern a daily contract demand 
volume of 263,000 Mef of natural gas, as provided in the 
presently effective service agreement for ‘‘CD’’ rate 
schedules between Minneapolis and Northern. 


Ii. 
That communications to be addressed to this petitioner 
in this matter should be addressed to the following: 
Paul W. Kraemer, Vice President 
Minneapolis Gas Company 
739 Marquette Avenue 
Minneapolis 2, Minnesota 
and 
P. L. Farnand 
410 Roanoke Building 
Minneapolis 2, Minnesota 
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That on or about January 12, 1959, Northern tendered 
for filing in this docket an application for a certificate of 
public convenience and necessity to authorize it to sell and 
deliver to 287 new communities in Nebraska, Iowa, South 
Dakota, Minnesota, Wisconsin and Illinois 164,568 Mef of 
natural gas as new contract demand volume for the third 
year of operation in said communities. That the total 
cost of the new facilities that would be required to make 
effective this delivery and sale of gas in the third year 
of operation is $76,697,600. 


Vv. 


That Northern, on or about January 12, 1959, also filed 
another application in Docket No. G-17,485 for a certificate 
of public convenience and necessity to authorize it to sell 
and deliver to 39 communities north of the Twin City area 
in Minnesota and 


11250 


Wisconsin 52,523 Mef of natural gas as new contract 
demand volume for the third year of operation in said 
communities. That the total cost of the new facilities that 
would be required to make effective this delivery and sale of 
gas in the third year is $25,753,800. That Northern pro- 


poses that both applications be consolidated for hearing. 
VI. 


That the granting or denial of a certificate of public 
convenience and necessity in this docket or in the other 
docket, or both, is a matter that will directly and vitally 
affect Minnesota and the ultimate consumers it serves. 
That the certificate that may be issued in this docket and 
the service required to be rendered thereby will directly 
affect Northern’s total overall cost of service and will 
directly affect Northern’s gas reserves, matters in which 
this petitioner has a substantial and direct interest. 
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That because of all of the foregoing facts, this petitioner 
has a material and substantial interest in the determina- 
tion of all the issues raised in this docket, and your peti- 
tioner is therefore vitally concerned with all of the 
proceedings therein; that this petitioner will be directly 
and vitally affected by the proceedings and orders of the 
Commission in this docket; that it represents an interest 
that is not adequately represented by existing parties and 
as to which the petitioner may be bound by the Commis- 
sion’s actions; that petitioner desires to be present evidence 
in such proceedings. This petitioner requests that a public 
hearing be had in this docket. 
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Wuererore, your petitioner prays that it be permitted 
to intervene in the above entitled proceeding, with leave 


to present evidence, examine and cross-examine witnesses 
and to participate generally therein, and that a public 
hearing be held in this docket. 


Mrixneapouis Gas CoMPANY 


By /s/ Paul W. Kraemer 
Paut W. KraEMeEr 

Vice President 
Farnanp, Lee & Mastor 
410 Roanoke Building 

Minneapolis 2, Minnesota 
Attorneys for 
Minneapolis Gas Company 


Dated April 7, 1959 
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UNITED STATES OF AMERICA 


FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chairman ; 
Frederick Stueck and Arthur Kline. 
In the Matters of 
Docket Nos. G-17485, G-17486, G-17874 and G-18110 


Norruern Narurat Gas Company 


Docket No. G-17487 
Permian Bastn PrreviIne CoMPany 


Docket No. G-17626 
Tron Rances Narurat Gas Company 


Docket Nos. G-17849 and G-17854 
Ex Paso Narurau Gas Company 


Docket No. G-18113 
Pures Perroreum CoMPaNy 


Order Permitting Intervention and Denying Request for Order 
Incorporating Evidence From Prior Proceedings 


(Issued April 16, 1959) 


Petitions seeking leave to intervene in Docket No. 
G-17485, were timely filed as follows: 


Petitioner Date of Filing 
Blaine, Minnesota, Village of April 10, 1959 
Circle Pines, Minnesota, Village of April 10, 1959 
Minneapolis Gas Company March 26, 1959 
New Richmond, Wisconsin, City of April 10, 1959 

Petitions seeking leave to intervene in Docket No. 
G-17486 were timely filed as follows: 
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Petitioner Date of Filing 


Cascade, Iowa, Town of April 10, 1959 
Central Natural Gas Company April 2, 1959 
Interstate Power Company February 26, 1959 
Iowa-Illinois Gas and Electric Company April 2, 1959 
Minneapolis Gas Company April 9, 1959 


Petitions seeking leave to intervene in Docket Nos. 
G-17485 and G-17486 were timely filed as follows: 


11341 
Petitioner Date of Filing 


Bancroft, Iowa, Town of February 4, 1959 
Central Electric & Gas Company March 26, 1959 
Council Bluffs Gas Company March 13, 1959 
Decorah Gas Company February 24, 1959 
Duluth, Minnesota, City of February 26, 1959 
Emmetsburg, Iowa, City of January 30, 1959 
Glencoe, Minnesota, City of? February 18, 1959 
Hutchinson Utilities Commission of the February 4, 1959 
City of Hutchinson, Minnesota 
Iowa Electric Light and Power Company April 3, 1959 
Iowa Southern Utilities Company April 6, 1959 
Manilla and Manning, Iowa, Towns of February 9, 1959 
(Severally by Joint Petition) 
Metropolitan Utilities District of Omaha February 19, 1959 
North Central Public Service Company April 8, 1959 
Northern States Power Company of Minnesota April 9, 1959 
Northern States Power Company of Wisconsin April 9, 1959 
Onawa, Iowa, City of April 6, 1959 
Osage, Iowa, City of February 4, 1959 
Superior Water, Light and Power Company February 26, 1959 
West Bend, Whittemore and Graettinger, January 28, 1959 
Iowa, Towns of, and Sac City, Iowa, 
City of (Severally by Joint Petition) 


A petition seeking leave to intervene in Docket Nos. 
G-17485, G-17486, G-17874, G-18110 and G-17626 was timely 
filed on April 6, 1959, by the Northwest Gas & Power 
Company. 


1 Petition to intervene was withdrawn by letter, filed March 6, 1959, from 
the City Council of Glencoe stating that the City was in the process of adopt- 
ing an ordinance to give franchise to Minnesota Valley Natural Gas Company 
which would intervene on behalf of the City of Glencoe. 
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Petitions seeking leave to intervene in all of these con- 
solidated dockets were timely filed as follows: 


Petitioner Date of Filing 
Chesapeake and Ohio Railway Company April 10, 1959 
Duluth, Minnesota, City of April 9, 1959 
Iowa Power and Light Company April 9, 1959 
lowa Public Service Company April 6, 1959 
Minnesota, State of April 6, 1959 
Minnesota Valley Natural Gas Company April 10, 1959 
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National Coal Association, April 10, 1959 
United Mine Workers of America, 
Fuels Research Council, Inc., 
Mid-West Coal Producers Institute, Inc., 
Maher Statistical Bureau and 
Wisconsin Coal Bureau, Inc. (Joint Petition ) 
Northwestern Public Service Company April 3, 1959 
Superior Water, Light and Power Company April 9, 1959 
Willmar Gas Company, Incorporated April 9, 1959 


Petitions to intervene in Docket No. G-17626 were filed 
on April 10, 1959, by the Village of Hibbing, Minnesota and 
the City of Virginia, Minnesota. 


The Public Service Commission of Wisconsin and the 
Illinois Commerce Commission filed on April 3, 1959 and 
April 6, 1959, respectively, notices of intervention in all 
of the dockets involved in this consolidated proceeding. 
The Public Service Commission of Wisconsin also filed on 
February 2, 1959, a separate notice of intervention in 
Docket No. G-17486. 


In their petition to intervene, the Towns of Manilla and 
Manning, Iowa, requested that the Commission issue an 
appropriate order ‘‘* * * permitting them to incorporate in 
this proceedings [sic] by reference any and all testimony 


and exhibits previously presented to this Commission * * *”” 


in prior hearings. By its notice and order issued March 
26, 1959, the Commission consolidated the dockets herein 
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for hearing and provided in paragraph (C) (iii) thereof 
the exact procedure to be followed by any party de- 
siring to incorporate in this consolidated proceeding tes- 
timony and exhibits previously presented in prior Com- 
mission proceedings; therefore, this order will deny with- 
out prejudice the special request of the Towns of Manilla 
and Manning. 


The Commission finds: 


(1) The participation of the above-named petitioners, 
the Illinois Commerce Commission and the Public Service 
Commission of Wisconsin in the proceeding in Docket 
Nos. G-17485, et al., scheduled for a hearing to commence 
at 10:00 am. (EST), on April 20, 1959, may be in the 
public interest. 


(2) The request of the Towns of Manilla and Manning 


that the Commission issue an order incorporating in this 
proceeding all testimony and exhibits previously presented 
by them in Docket Nos. G-2399, et al., and G-2306, e¢ al., 
should be denied without prejudice to their being permitted 
to incorporate by reference testimony and exhibits in this 
proceeding in the manner specified in paragraph (C) (iii) 
of the Commission’s order issued in Docket Nos. G-17485, 
et al, on March 26, 1959. 


11843 
The Commission orders: 


(A) The above-named petitioners, the Illinois Commerce 
Commission and the Publie Service Commission of Wis- 
consin be and they are hereby permitted to become inter- 
veners in the above-entitled proceeding subject to the rules 
and regulations of the Commission: Provided, however, 
that the participation of such interveners shall be limited 
to matters affecting asserted rights and interests as spe- 
cifically set forth in said petitions for leave to intervene; 
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and provided, further, that the admission of such inter- 
veners shall not be construed as recognition by the Com- 
mission that they or any of them might be aggrieved be- 
cause of any order or orders of the Commission entered 
in this consolidated proceeding. 


(B) The request of the Towns of Manilla and Manning 
regarding incorporation of material by reference, described 
in paragraph (2) above and as more fully described in their 
petition to intervene, be and it is hereby denied without 
prejudice to their being permitted to incorporate testimony 
and exhibits in this proceeding in the manner specified in 
paragraph (C) (iii) of the Commission’s order issued in 
Docket Nos. G-17485, et al., on March 26, 1959. 


By the Commission. 


(Seal) 
J. H. Gutripe 


Joseph H. Gutride 
Secretary. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chairman; 
Frederick Stueck, William R. Connole and Arthur Kline. 


In the Matters of 


Docket Nos. G-17485, G-17486 and G-17874 
Nortuern Narurat Gas Company 


Docket No. G-17487 
Permian Bastn Pipevins Company 


Docket No. G-17626 
Tron Rances Naturat Gas Company 


Docket No. G-17854 
Ex Paso Narurau Gas Company 


Docket No. G-18113 
Puruires PetTroLEUM CoMPANY 


Order Waiving Intermediate Decision Procedure Setting Date 
for Filing Briefs and Fixing Date for Oral Argument 


(Issued June 25, 1959) 


On June 9, 1959, Northern Natural Gas Company and 
its subsidiary, Permian Basin Pipeline Company, filed 
a ‘‘Motion for Omission of Intermediate Decision Pro- 
cedure’’ requesting that the Commission issue an order (1) 
omitting the intermediate decision in the above-entitled 
proceeding, (2) setting a time for the filing of simultaneous 
briefs two weeks after the conclusion of the hearing and 
(3) fixing a date for oral argument, in lieu of reply briefs, 
one week following the filing of the simultaneous briefs. 
In support of this motion, Northern again emphasizes, 
as it did in its ‘‘Motion for Severance and Omis- 


1 Hereinafter jointly referred to as ‘‘Northern’’, 
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sion of Intermediate Decision Procedure’ filed herein 
on April 27, 1959, that the Cities of Duluth and 
Superior are urgently in need of natural gas and that 
a certificate must be issued during July in order to 
permit construction of the necessary facilities in time to 
render natural-gas service to Duluth and Superior and 
other proposed communities by the coming 1959-60 heating 
season. On page 2 of its motion, Northern says that it is 
«* * * most unlikely that a final certificate can be issued 
in time to permit service to * * * new markets during the 
1959-60 heating season unless the time required for issu- 
ance of an intermediate decision and for the filing of Ex- 
ceptions thereto is eliminated from the decisional process’’. 
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Under Section 1.12 (c) of the Commission’s Rules of 
Practice and Procedure, the last day for filing answers 
to Northern’s motion was June 19, 1959, and as of that 


date, thirteen answers* had been filed in support of North- 
ern’s motion and two answers‘ had been filed in opposition 
thereto. The parties supporting the motion uniformly 
either give the urgent need for gas in Duluth and Superior 
as their reason for desiring expedition of the decision, 


2Denied by the Commission’s order issued May 15, 1959, in the above- 
entitled consolidated proceeding. 


3 Filed by Central Natural Gas Company; City of Emmetsburg, Towa; Iowa 
Electric Light and Power Company; Iron Ranges Natural Gas Company; 
Minnesota Natural Gas Company; Minnesota Valley Natural Gas Company; 
North Central Public Service Company: Northern States Power Company of 
Minnesota and Northern States Powe: Company of Wisconsin (jointly) + 
Northwest Gas and Power Company; Northwestern Public Service Company; 
Public Service Commission of Wisconsin; State of Minnesota; and Superior 
Water, Light and Power Company and City of Duluth, Minnesota (jointly). 


4 Filed by Metropolitan Utilities District of Omaha (hereinafter referred to 
as ‘*MUD’’); and National Coal Association, United Mine Workers of 
America, Fuels Research Council, Inc., Mid-West Coal Producers Institute, 
Inc., Upper Lake Docks Coal Bureau, Inc., and The Chesapeake and Ohio 


Railway Company (jointly), hereinafter referred to as the ‘‘Coal Interveners’’. 
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or stress the length of time that they have been trying 
to get gas for additional communities proposed to be 
served, and the many frustrations they have encountered 
incident thereto and aver that granting Northern’s motion 
may make it possible for some communities, in addition to 
those on the proposed Duluth extension, to receive nat- 
ural-gas service by this coming heating season. 


The principal contentions of MUD against granting 
Northern’s motion are rather well summarized on page 
3 of its answer as follows: 


Applicant Northern seeks in these proceedings to 
obtain a certificate of convenience and necessity which 
would authorize an investment in excess of $100,000,000 
to provide an additional salable capacity of some 
230,000 Mcf. Certainly projects of that immensity, 
together with the additional problem of rates as hereto- 
fore mentioned, demand the application of the careful 
and painstaking consideration of all the parties in 
the form of briefs after the record is closed, includ- 
ing the Presiding Examiner, in order that due process 
and the essential functions and responsibilities of the 
Commission be adequately discharged. 


The Coal Interveners’ answer first calls ‘‘* * * attention 
to the contradictory positions taken by Northern in these 
consolidated dockets’? in that Northern has heretofore 
stated in prior filings that July 1 is the latest date it can 
receive a certificate and still construct the facilities nec- 
essary to serve Duluth and Superior by the 1959-60 heating 
season, whereas in the motion now before the Commission, 
Northern has stated that it can construct the requisite fa- 
cilities to serve Duluth and Superior by the coming heat- 
ing season if a certificate is received 
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during the month of July. Apparently the Coal Inter- 
veners overlooked the fact that Northern explained this 
change in ‘‘final”’ dates by stating in connection with the 
latter date that the facilities could be constructed ‘‘* * * by 
means of an accelerated construction program siamese 
Taking this explanation into consideration, the change in 
deadlines does not appear to be contradictory. 


The Coal Interveners also allege that ‘“‘* * * no just 
and sufficient reason has been set forth as grounds * * *”’ 
for granting Northern’s motion. In this connection, it 
should be noted that the Commission, in denying Northern’s 
motion for severance, filed April 27, 1959, found that it 
was unnecessary to act upon Northern’s request in that 
motion to omit the intermediate decision procedure be- 
cause that particular request was confined to Docket No. 
G-17485 upon the assumption that the desired severance 
would be granted. Since the Commission’s order of May 
15, 1959, denying the severance, dealt primarily with the 
merits of Northern’s desire to sever Docket No. G-17485 
from the remaining dockets in this proceeding, that order 
cannot properly be used to infer that Northern has given 
no grounds in the motion now before the Commission 
for its request to omit the intermediate decision proce- 
dure when such request is not dependent upon the merits 
of a preliminary request to sever any one docket from 
the rest of the proceeding. 


The Coal Interveners’ principal objection to the grant- 
ing of Northern’s motion seems to relate to the two-week 
period requested by Northern for the filing of simultaneous 
briefs. On page 3 of their answer, the Coal Interveners 
state that ‘‘* * * the granting of only two weeks time 
in which to prepare Briefs would be in diametric opposi- 
tion to the concept of fair play as this concept is contained 
in the due process clause of the Constitution of the United 
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States. * * * If a Brief is to be meaningful it must flow 
from an intelligent and comprehensive analysis of the rec- 
ord, and two short weeks does not even closely approxi- 
mate the time these Intervenors require to make that 
analysis.’? In this same vein, the Coal Interveners urge 
on page 5 of their answer that ‘‘* * * if the Commission is 
disposed to order filing of simultaneous Briefs, such Briefs 
should in no event be due sooner than July 30, 19597’. 


Finally, the Coal Interveners point out on page 5 of 
their answer that: 


The Examiner announced at the final day of hear- 
ing that he intended to inform the parties on June 24, 
1959, the dates for filing Briefs. In so doing, he in- 
timated that such Briefs would be designated by him 
to contain only proposed findings and conclusions. 
(Tr. 3910) Such procedure would fly in the face of 
Section 1.29 of the Rules of Practice and Procedure 


and would preclude parties from pointing up to the 
Examiner and the Commission those portions of the 
record which support their contentions. It is there- 
fore respectfully urged that the Commission act upon 
Northern’s Motion before June 24, 1959, in order to 
eliminate the necessity of having to deal with still 
another Order of the Examiner * * *. 
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As pointed out by Northern in its motion, omission of 
the intermediate decision herein would be entirely con- 
sistent with the Commission’s intent to expedite the han- 
dling and disposition of new applications seeking to serve 
midwestern markets filed by any of the applicants who 
were parties to the proceeding terminated by Opinion No. 
316, issued October 31, 1958, In the Matters of American 
Louisiana Pipe Line Company, et al., Docket Nos. G-2306, 
et al. In fact, the Commission took action similar to that 
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requested by Northern when it issued its order of March 
20, 1959, waiving the intermediate decision procedure in 
the proceeding In the Matters of Midwestern Gas Trans- 
mission Company, et al., Docket Nos. G-16841, e¢ al., which 
concerned the first of the new applications which were en- 
visaged by the Commission when it issued Opinion No. 
316. Consistent with the intent expressed in Opinion No. 
316 and because of the need for early commencement of 
pipeline construction required to initiate natural-gas serv- 
ice to Duluth and Superior and as many other communities 
as possible by the 1959-60 heating season, the Commission 
considers, in the event it is determined that certificates of 
public convenience and necessity should be issued, that 
good cause has been shown for waiving the inter- 
mediate decision procedure and for allowing oral argu- 
ment before the Commission. 


The Commission’s order issued March 20, 1959, in 
the Midwestern case referred to above, permitted four 
weeks for the filing of principal and reply briefs plus 
a two-day interval for preparation for oral argument. 
The record in this proceeding is considerably longer 
and the details are more complex than those involved in 
the Midwestern case. Northern’s request for two weeks 
for filing of simultaneous briefs and one week for oral 
argument in lieu of reply briefs is somewhat less time 
than is desirable under the circumstances. Therefore, 
this order will provide for the filing of simultaneous 
briefs and the scheduling of oral argument, in lieu of 
reply briefs, in such a manner as to allow a minimum 
of four weeks between the conclusion of the hearing on June 
18, 1959, and the fixing of the date for oral argument. 


The Commission finds: 


(1) The due and timely execution of the Commission’s 
functions imperatively and unavoidably requires the omis- 
sion of the intermediate decision procedure. 
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(2) Good cause has been shown for waiving and omitting 
the intermediate decision procedure and for allowing oral 
argument before the Commission at the time hereinafter 
fixed. 


(3) A greater period of time than the two weeks re- 
quested by Northern is required for the preparation of 
simultaneous briefs, as hereinafter ordered. 


The Commission orders: 
(A) The intermediate decision procedure in the above- 
entitled proceeding be and it is hereby waived and omitted. 
11666 


(B) Simultaneous briefs shall be filed on or before July 
10, 1959, and oral argument, in lieu of reply briefs, shall 
be held as hereinafter provided in paragraph (C). 


(C) Oral argument before the Commission shall be held 


on July 17, 1959, at 10:00 a.m. (EDST), in a hearing room 
of the Federal Power Commission, 441 G Street, N.W., 
Washington, D. C. All parties desiring to participate in 
the oral argument shall inform the Secretary of the Com- 
mission in writing of the length of time desired for argu- 
ment not later than July 10, 1959. 


By the Commission. 


(Seal) 
J. H. Gurrme 
Joseph H. Gutride, 
Secretary. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Docket Nos. G-17,485, et al. 
Iw THE Matters or NorrHern Naturan Gas Company, ET AL. 
Joint Application for Rehearing 


Council Bluffs Gas Company, Metropolitan Utilities Dis- 
trict of Omaha and Minneapolis Gas Company, interveners 
in the above dockets, pursuant to Section 19 of the Natural 
Gas Act (15 U.S.C.A. See. 717r) and Section 1.34 of the 
Rules of Practice and Procedure of the Federal Power 
Commission, state that they and each of them are aggrieved 
by the Commission’s Opinion No. 324 and accompanying 
order’ issued July 31, 1959, in the above dockets, and there- 
fore jointly make this application for reconsideration and 
modification of said opinion and order, or in the alterna- 
tive for a rehearing and other relief, and set forth the fol- 
lowing grounds relied upon: 


L 


SpeciricaTion oF Errors Re.atinc To Economic 
FEasIBILITY 


A. The Commission erred in making the following con- 
clusion : 


“This rate of return on incremental facilities would, 
of course, be increased as a result of the provisions we 
make below for elimination of certain uneconomic serv- 
ice or for alternative contributions by the distributors 
in the communities involved’? (Opinion, p. 8). 


bad * id * * . 


1 Sometimes hereinafter referred to as ‘‘Opinion’’. 
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“As a result of the application of the principles ex- 
pressed above * * * Northern’s return on the incre- 
mental facilities will be improved * * *’’ (Opinion, p. 
12). 


in that it is not supported by the facts which show that the 
result of the Commission’s ‘‘contribution plan’’ is to re- 
duce the revenue defi- 
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ciencies of service proposed in Docket Nos. G-17,485-6 by 
only 4% for the first three years of operation.* This re- 
duction is so insignificant in view of the large revenue 
deficiencies which will remain that it is incorrect to con- 
clude that Northern’s rate of return on the incremental 
facilities to serve the proposed new communities will be ‘‘in- 
creased”’ as a result of the Commission’s contribution plan. 
To speak of increasing or improving Northern’s rate of re- 


turn on the incremental facilities as a result of Opinion 
No. 324 is more illusory than real. 


B. The Commission erred in finding and concluding 
(Opinion, p. 10): 


‘While northern based its studies on the proposed 
contract demands of the customers, we agree with 
the staff’s further contention that the results should 
be based on the third-year estimate of annual sales, 
because the annual volume index would benefit the 
communities with lower load factor estimates, rather 
than the communities having large industrial overrun 
markets, which are benefited in any case by the terms of 
Northern’s existing tariff, which is designed to reflect 
differences in load factor.’’ 

2 Appendix 3, hereto shows the effect of the Commission’s contribution plan 
upon the revenue deficiencies which will result from service as proposed. These 


deficiencies are minimum deficiencies in that they do not include the costs of 
gathering the additional gas needed to serve the proposed new communities. 
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because branch lines are designed to carry contract de- 
mand or peak-day capacities and a basing of costs on an 
annual volume index would therefore not properly assign 
costs according to their incurrence. In order to make a 
reasonably accurate assignment of costs which are incurred 
to carry certain contract demand volumes it is necessary 
to use as a basis contract demand volumes of the customers 
involved. Salable capacity of a pipeline is the total of 
the contract demand volumes requested by its customers 
or the peak-day volumes of the system. 


C. The Commission erred in concluding (Opinion, p. 10) : 


‘‘If these contributions are made Northern’s total in- 
vestment will be reduced so that the revenues will at 
least be sufficient to cover the out-of-pocket costs, the 
branch line costs, and the measuring station costs even 
if the service does not meet other main line costs.’’ 


and in finding and concluding (Opinion, p. 11): 


“‘ Applying these principles, we find that, of the 342 
communities that Northern proposes to serve, 218 
communities re- 
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ferred to in Appendix A* to this opinion are located 
on branch lines which will provide sufficient revenues 
to meet the field cost of the gas, out-of-pocket main 
line costs, the branch line costs and the measuring 
station costs and will contribute more or less to 
system fixed costs. 69 communities listed in Ap- 
pendix B will be located on branch lines that will 
provide revenues, that will cover the branch line costs, 
but not the measuring station costs, and 55 com- 
munities listed in Appendix C will be located on 
branch lines that will not provide sufficient rev- 
enues to cover either measuring station or branch 
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line costs; both these categories of communities 
must be eliminated or their distributors must make 
appropriate contributions.”’ 


because in determining whether the revenues were suffi- 
cient to meet the branch line costs, the Commission used 
incorrect branch line costs. 


The branch line cost of service used in Opinion No. 
324 was derived by applying percentage factors to the 
branch line investment.? The branch line investment fig- 
ures did not include an amount of 4% for interest and 
overheads which Northern Natural Gas Company’s* wit- 
ness Den testified was a proper cost item (Transcript 1063- 
64). Asa result, the branch line cost of service was under- 
stated. 


Also, 1957 ad valorem tax rates were used rather than 
current ad valorem tax rates which resulted in under- 
stating the amount for ad valorem taxes in the branch 
line cost of service. A comparison of the ad valorem 
tax rates used (applied against total branch line invest- 
ment) with the current rates is as follows: 


Current 
Ad Valorem Tax Rates Used— Ad Valorem Tax Rates— 
From Exhibit No. 173, From Exhibit No. 185, 
P. 12, Item 3F Tab 2, Item 2F 


LOWS 65. cia oicine se Gacaisrealdete erate 1.56% 

Minnesota .....--ee ee eeeee & Minnesota .. 

Nebraska . Nebraska 

North Dakota ..........+.- x South Dakota 
Wisconsin 
Tlinois 


While current state income tax rates were used in com- 
puting the state income tax item for the branch line cost 


3 These percentage factors are listed in Exhibit No. 165, p. 1, Items 3A-F 
and Exhibit No. 173, p. 12, Items 3 A-F. 


4 Hercinafter referred to as ‘‘ Northern’’, 
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of service, for some unexplainable reason, outdated state 
ad valorem tax rates were used. 


If these omitted costs are included (4% for interest and 


overheads; 
11724 


current ad valorem tax rates) the branch line cost of 
service for the third year will be increased by $355,808 (see 
Appendix 4, Col. f). As a result of the inclusion of these 
omitted costs, there will be some communities listed in 
Appendixes A and B which will be reclassified into a lower 
category and the contributing communities will have to 
make larger contributions. 


D. The Commission erred in concluding (Opinion, p. 10) : 


‘“sIf these contributions are made Northern’s total 
investment will be reduced so that the revenues will 
at least be sufficient to cover the out-of-pocket costs, 


the branch line costs, and the measuring station costs 
even if the service does not meet other main line 
costs.”’ 


because the contribution plan does not recoup the following 
measuring station costs from the communities listed in 
Appendix C to Opinion No, 324: 


Per Cent of 
Measuring Station 
Investment 


Depreciation on metering station investment 3.50% 
Miscellaneous 10% 
Ad valorem taxes (range from 1% to 2.5% by 
states—see Exhibit No. 185, Tab 2, Item 
2F) 1.00% to 2.50% 
Operation and maintenance expenses 5.00% 


As a result of the omission of these costs, the contributions 
of the Appendix C communities to measuring station costs 


341 
(11725) 


are lower than they actually should be under the prin- 
ciples announced in Opinion No. 324. 


E. The Commission erred in finding and concluding: 


“If these contributions are made Northern’s total 
investment will be reduced so that the revenues will 
at least be sufficient to cover the out-of-pocket costs, 
the branch line costs, and the measuring station costs 
even if the service does not meet other main line 
costs’? (Opinion p. 10). 


* * * * * © 


‘“As a result of the application of the principles ex- 
pressed above, Northern will serve communities that 
will at least defray all costs other than system-wide 
fixed costs’? (Opinion, p. 12); 


because such are incorrect and contrary to the facts of this 
case. 


The matter is perhaps best illustrated by the following 
example of an ‘‘ Appendix B’’ branch line which has rev- 
enues sufficient to meet the branch line costs but not those 
of the measuring station: 
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Denison, Iowa Branch 


Revenue Available to Defray Measuring Station 

Cost of Service $ 17,624 
Initial Measuring Station Investment $132,891 
Measuring Station Cost of Service (20% of the 

initial cost of measuring station facilities as 

set forth on page 11 of F.P.C. Opinion 324) $ 26,578 
Third Year Revenue Deficiency Before Contribu- 

tion $ 8,954 
Per Cent Net Revenues Fall Short of Measuring 

Station Cost of Service 33.7% 
Required Contribution $ 44,784 


342 
(11725) 


Third Year Reduction in Measuring Station Cost 
of Service Due to $44,784 Contribution: 


Return—6.5% $2,911 
Federal Income Tax—4.44% 1,988 
State Income Tax—.0837% 37 


Total Reduction $ 4,936 


Third Year Revenue Deficiency After Contribu- 
tion $ 4,018 


The ‘‘Appendix B’’ communities .have revenues in the 
third year which are $108,938 short of meeting the meas- 
uring station’s cost of service in the third year.> Opinion 
No. 324 requires contributions from these communities in 
the amount of $544,811. The third-year revenue deficiency 
would be reduced by approximately $60,637 (11.12% of 
amount contributed*), leaving a revenue deficiency after 
contributions of approximately $48,301. 


The effect of the Commission’s contribution plan for the 
‘« Appendix B’? communities is to reduce the measuring 
station cost of service deficiencies in the third year by only 
56%. 

The above quotations are also erroneous and contrary to 
fact when applied to the ‘‘ Appendix C’’ communities. The 
‘Appendix C’’ communities have revenues which are 
$148,295 short of meeting the third-year branch line cost 
of service calculated in accordance with 

5 Appendix 1, hereto, shows the revenue deficiencies and contributions 
required for branch lines listed in Appendix B of Opinion No. 324. 

6 The figure of 11.12% is arrived at as follows: 


Federal Income Taxes 
State Income Taxes 
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Opinion No. 324.7 Contributions towards the cost of con- 
structing branch lines are required by the Opinion in the 
amount of $970,735. After these contributions the revenues 
will not “‘be sufficient to cover—the branch line costs’’— 
instead they will be deficient by $40,349 ($148,295 minus 
$107,946). 


F. The Commission erred in finding and concluding 
(Opinion, p. 12): 


‘*As a result of the application of the principles 
expressed above * * °* the feasibility of its entire 
project will be enhanced. 


‘ce * © While it cannot be precisely determined 
what will be Northern’s incremental return on its 
project as a result of the eliminations or contributions 
required by this order, it would appear that no undue 
burden will be placed on the present customers.”’ 


for the reason that such statements are contrary to the 
facts as shown by the evidence of this case. 

The third-year revenue deficiencies for the proposed 
communities total $4,180,162 (Appendix 3 hereto). The 
contributions required by Opinion No. 324 would reduce 
this revenue deficiency by about $261,660 or 6%." It is un- 

7 Appendix 2, hereto, shows the contributions for the required branch lines 
listed in Appendix C of Opinion No. 324, A summary of the total contribu- 
tions required of the “« Appendix B’’ and ‘‘ Appendix C’’ communities under 
Opinion No. 324 is as follows: 

Required Contribution 


Measuring Branch Line 
Facilities Facilities Total 


‘< Appendix B’’ communities .... $ 544,811 $ — $ 544,811 
«* Appendix C’’ communities .... $38,053 970,735 1,808,788 


$1,382,864 $970,735 $2,353,599 


These figures were furnished by Northern. 


8 The effect of the contributions required by Opinion No. 324 u the 
revenue deficiencies which will result from the service proposed by Northern 
is shown in Appendix 3, hereto. 
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realistic to speak of such a token reduction in revenue 
deficiency in terms of ‘“‘enhancing’’ the feasibility of 
Northern’s entire project. It is incorrect to conclude as 
a result of such an insignificant reduction that ‘‘no undue 
burden will be placed on the present customers’’. The 
undue burden on the present customers which existed 
before the Commission’s contribution plan still remains 
after the minor savings are made as a result of the plan. 
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The primary reason why the Commission’s contribution 
plan makes such a de minimus reduction in the revenue 
deficiencies and therefore does not remove the undue 
burden on present customers is because it ignores the 
incremental main line fixed costs. Opinion No. 324 
recognized the fact that these costs were not being covered 
although the language used was misleading insofar as it 
emphasized ‘‘fixed costs” and neglected to state that these 
costs are incremental costs which would not be incurred if 
service were not extended to the proposed new com- 
munities: 


«se © © Tf these contributions are made Northern's 
total investment will be reduced so that the revenues 
will at least be sufficient to cover the out-of-pocket costs, 
the branch line costs, and the measuring station costs 
even if the service does not meet other main-line costs”’ 
(Opinion, p. 10; Italics supplied). 

«ss * © However, we are requiring that those branch 
lines with insufficient revenues make contributions so 
that all but system-wide fixed cost will be covered, 
and the record shows that a large number of the branch 
lines (in Appendix A) make significant contributions 
to system-wide fixed costs’? (Opinion, p. 12; Italics 
supplied). 


The situation with these incremental main line fixed costs 
ix no different than in the case of branch line and metering 
station costs—all are necessary solely for the proposed 
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extensions and but for the new communities, the expendi- 
tures would not be made. 


The question arises, how much of these incremental main 
line costs should be met by the new communities in the 
third year of service?® For purposes of illustration a 
minimum requirement of 50% has been taken. Even 
assuming that these new communities will experience the 
fantastic growth predicted for them by some,’ a re- 
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quirement that the new communities generate net revenues 
in their first three years of service sufficient to meet a 
minimum 50% of the incremental main lines costs ts exceed- 
ingly generous. The greatest part of the balance will have 
to be paid by present customers for it seems obvious that 
the new communities will not grow sufficiently in their 
fourth and fifth years to cover the other 50% of these 
costs. 


The assessment of any lesser portion of the incremental 
main line fixed costs to new customers would, without 
more, result in an undue burden being placed on existing 


9 The third-year of service is used to be consistent with the Commission ’s 
contribution plan which is based upon the third year of service, 


10 The contract demand estimates for communities in these dockets are listed 
by Northern as follows (Transcript 2978-80; Exhibit No. 185, Tab 4, Col. C): 


Percentage increase 
over previous year listed 
lst year 
2Qnd year . eee 2 41% 
3rd year .. eee 24% 
5th year .. 30% 


The anticipated increase from the first to the fifth year would be 167,662Mcf 
or a growth of 127% over the first year. This estimated growth can be 
compared with the actual experience of the last group of new communities 
served by Northern (Docket No. G-2063). By the fifth year these new com- 
munities had increased their contract demand only 11.5% over the first year. 
The initial contract demand of the Docket No. G-2063 communities of 
76,373Mef (Opinion No, 268) increased to 85,167Mcf in the fifth year of 
service (Northern’s FPC Gas Tariff, Item L by reference). 
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customers. The Commission therefore erred when it 
ordered (Opinion, p. 18): 


““(4) The proposed construction, operation, and 
acquisition of the facilities by Northern * * * are 
required by the public convenience and necessity and 
certificates therefor should be issued as hereinafter 
ordered and conditioned.’’ 


because certification of the Appendix A, B and C com- 
munities on the basis set forth in Opinion No. 324 is not 


‘required by the public convenience and necessity’’ in 
view of this undue burden on present customers. 


The effect of the Commission’s ignoring incremental 
main line fixed costs is to disregard $59,202,480 or 52% of 
the total construction costs. Applying the Commission’s 
figure of 20% of initial investment as approximately 
equalling the cost of service in the third year, the inere- 
mental main line third year costs would be $11,840,493. 
Here again if these omitted costs are included there will 
be some communities listed in Appendixes A and B which 
will be reclassified into a lower category and all of the 
contributing communities will have to make larger contri- 
butions. A comparison of Col. 1 of Appendix 4 hereto with 
Appendixes 1 and 2 hereto and Opinion No. 324 will show 
the communities which will be reclassified into a lower 
category and the magnitude of the additional contributions 
required. 


The Commission, therefore, erred when it ordered 
(Opinion, p. 19): 


“¢(i) Northern shall serve the communities and in- 
dustrials listed in Appendix A without requiring any 
contribution in aid of construction. 


“©Gi) Northern shall serve tbe communities listed 
in Appendix B if the distributor serving the com- 
munities on the branch 
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line involved, within three months of the date of 
issuance of this order, makes a contribution to the 
construction of the measuring stations on such branch 
line in the same proportion that estimated third year 
net revenues from the branch line fall short of 20 per 
cent of the estimated initial costs of the measuring 
stations on the branch line. 


‘‘(ii1) Northern shall serve the communities listed 
in Appendix C if the distributor serving the com- 
munities on the branch line involved, within three 
months of the date of issuance of this order, makes a 
contribution to the cost of the construction of the 
branch line in the same proportion that estimated 
third year net revenues from the branch line fall short 
of the estimated annual costs of the branch line and 
makes a contribution to cover the entire estimated 
initial costs of the measuring stations on the branch 
line.’’ 


for the reason that the Commission’s contribution plan 
does not include a reasonable share of the incremental 
main line fixed costs which are necessary solely to render 
service to the new communities. Also, the Commission’s 
contribution plan left out certain costs in computing the 
branch line cost of service and will not meet ‘‘all costs 
other than system-wide fixed costs’’ as shown above. 


II. 
SPECIFICATION oF Error Rexvatinc To Rates aNp ZONES 


The Commission erred in finding and concluding 
(Opinion, p. 16): 


sc*# * * We therefore have computed rates for Zones 
1, 2 and 3 and not to be put into effect but merely as 
a basis for rates in Zones B and C. In doing so we 
have retained the historical shift of costs from the 
commodity to the demand component, or ‘‘tilt’’ 
amounting to about seven per cent. To the rates for 
Zone 1 we have added the historical differential of 
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two cents per Mef, divided 1.5 cents and .5 cents 
respectively between demand and commodity to arrive 
at rates for each succeeding zone to Zone C. The 
differential, at a 70 per cent load factor amounts on the 
demand side to 31.9375 cents per Mef per month. 
Using this approach we arrive at the following rates 
for Zones B and C: 
Zone B Zone C 


Demand per Mef per month $ 2.91 $ 3.23 
Commodity per Mef 25.97¢ 26.47¢”’ 
and in ordering (Opinion, p. 20): 


“‘Northern’s initial rates in its Zone B shall have a 
demand component of $2.91 per Mef per month and a 
commodity compo- 
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nent of 25.97 cents per Mef; in Zone C a demand com- 
ponent of $3.23 per Mef per month and a commodity 
component of 26.47 cents per Mef.’’ 


for the reason that there is no evidence in the record or 
finding of fact to support the conclusion that the so-called 
“<ti]t?? is unreasonable. Also, there is no evidence in the 
record or finding of fact to support a change in method 
of prescribing rates in this certificate proceeding different 
than those proposed by applicant for Zones B and C. The 
applicant’s proposed rates, denied by Opinion No. 324, 
are fully in accord, in fact and in principle, with the rates 
now being collected under bond from applicant’s customers 
pursuant to orders of the Commission in applicant’s pend- 
ing rate cases, Dockets G-12153 and G-15335. 


The Commodity charge for Zones 1, 2 and 3, if calculated 
on the above basis would result in the following commodity 
rates per Mef for Zones 1, 2 and 3: 


Zone 1-24.47 cents 


Zone 2-24.97 cents 
Zone 3-25.47 cents 
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These applicants disagree with the calculation of the rates 
and charges for Zones 1, 2 and 3 in a matter similar to that 
used for Zones B and C in Opinion No. 324. This disagree- 
ment is set forth at this time to forestall any argument in 
future rate proceedings that silence on the matter at this 
time constituted acquiescence in applying the method to 
Zones 1, 2 or 3. 


Wherefore, these interveners respectfully pray that the 
Commission: 


1. Grant the interveners the foregoing application for 
reconsideration and modification of Opinion No. 324 as 
follows: 


a. Abrogate the certification of the various branch 
lines as set forth in said Opinion which do not show 
an excess of revenues in column 1, Appendix 4, hereto. 


b. Condition the certification of the branch lines 
which do not show an excess of revenues in column 1], 
Appendix 4, hereto, so that such branch lines will meet 
a test of economic feasibility (contribution plan or 
otherwise) which will not cast an undue burden on 
present customers. This economic feasibilty test 
should include as a minimum the cost items set forth 
in this application as well as those contained in 
Opinion No. 324. 
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ce. As an alternative to paragraph b, above, reopen 
these proceedings for the purpose of receiving testi- 
mony regarding the formulation of a proper and 
realistic test of economic feasibility to be applied to 
those branch lines which do not show an excess of 
revenues in column 1 of Appendix 4, hereto. 


350 
(11731) 


2. Grant to interveners such other and further relief as 
may be appropriate. 
Dated August 27, 1959. 
Respectfully submitted, 


Counc, Buurrs Gas CoMPANY 
Merropouiran Uriries District oF OmaHa 
Minneapouis Gas CoMPANY 


By P. L. Farnanp 
P. L. FarnanpD 


Raymonp A. SMITH 
SsitH, Pererson, BECKMAN & WILtson 
301 Park Building 
Council Bluffs, Iowa 
Attorney for Council Bluffs Gas Company 


Grorce C. PaRDEE 

401 Utilities Building 

1723 Harney Street 

Omaha 2, Nebraska 

Attorney for Metropolitan Utilities District of Omaha 
P. L. FarnanD 
Georce C. MasTor 

Farnanp, Lee & Mastor 

410 Roanoke Building 

Minneapolis 2, Minnesota 

Attorneys for Minneapolis Gas Company 
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VERIFICATION 
State of Minnesota 
County of Hennepin 


P. L. Farnand, being of lawful age and first duly sworn, 
deposes and says that he is one of the attorneys for 
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Minneapolis Gas Company, an intervener and one of the 
applicants named in the above and foregoing Joint 
Application for Rehearing; that as such he has duly 
executed the aforesaid Application; that he is authorized 
so to do; that he has also duly executed the aforesaid 
Application on behalf of all of the other named interveners 
and applicants; and that he is authorized so to do on behalf 
of each and every intervener and applicant; that he has 
read the same, knows the contents thereof, and that the 
same are true, as he verily believes. That this verification 
is made by P. L. Farnand on behalf of all of the other 
interveners and applicants named herein because of the 
physical impossibility, within the time required for the 
filing of this Application with the Commission, to obtain 
the signatures of all of the other attorneys named. 


P. L. Farnanp 
/s/ P. L. Farnanp 


Subscribed and sworn to before me this 27th day of 
August, 1959. 
Dante R. Hart 
/s/ DanieL R. Hart 
Notary Public, Hennepin County, Minn. 
My commission expires Dec. 26, 1963. 


(Seal) 


CERTIFICATE OF SERVICE 


I hereby certify that I have this date served a copy of 
the foregoing Joint Application for Rehearing upon all 
parties of record in this proceeding by mailing a copy 
thereof, properly addressed, to all parties as their names 
and addresses appear on a separate listing filed con- 
eurrently herewith. 


Dated at Minneapolis, Minnesota, August 27, 1959. 


/s/ P. L. Farnanp 
P. L. Farnanp 
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APPENDIX 3 
Effect of Contributions Required by Opinion No. 324 


Upon Revenue Deficiencies for Service Proposed in 
Docket Nos. G-17,485 and G-17,486 


Total 


Revenue Deficiency on Service 
Proposed in Dockets G-17,485 


and G-17,486, per Ex. 184 1/ $7,822,905 $5,639,355 $4,180,162 $17, 642,422 


Reduction in Cost of Service Due 
to Contributions Required py 
FPC Opinion 324 


Total Contributions $2,353,599 


Cost of Service Reduction 
Attributable Thereto: 


Return -- 6.5% $ 152,984 $ 152,984 $ 152,984 $ 458,952 
Federal Income Tax -- 4.447% 104,500 104,500 104,500 313,500 


State Income Tax Sere of 4,176 4,176 4,176 12,528 


Return 2/) 


Total Reduction $ 261, 660 $261, 660 $261,660 $ 784,980 
Per Cent Reduction 37 5% 6% 4% 


Revenue Deficiency After Reduction 
Due to Contributions Required 
By Opinion 324 $7,561,245 $5,377,695 $3,918,502 $16,857,442 


1/ Figures taken from Schedules 2, 3, and 4 of Exhibit 184. 
~ These figures exclude the cost of service attributable to 
additional gathering facilities which are not proposed 

in these two dockets. 
2/ Based on a composite 2.66% state income tax rate on 
taxable net income as shown in Exhibit 171,L.23. 


APPENDIX 4 


Revenue Excess or Deficiency by Branch Line if the Branches 
Are Required to Meet 50% of Incremental Main Line Fixed Costs, 
Third Year of Service 


r 


d e h i 


v 
mh 


Branch Line Investment 
(Excluding 47, for 
Interest and Overheads 
(1) 
Contract Demand MCF 
Revenues (1) 
Branch Costs and 
Cost of gas (1) 

ust Branch Costs 
to Reflect 4% Interest 
& Overheads & 1959 Ad 
Valorum Tax Rates (2) 
Branch Cost of 
Service as 
Adjusted (3) 
Net Revenue 
Available after 
Adjustment (4) 
Sales Measuring 
Station Cost o 
Service (20% of 
Investment) (5) 
Net Revenue Available 
to Defray Main Line 
Cost %f Service (6) 
50% of Incremental 
Main Line Cost of Ser- 
vice (Contract Demand 
x $15 per MCF) (7) 
Final Revenue Excess 
or (Deficiency) (8) 


Adj 


S— 

447,756 186,690 
3 1,290. 

(12,974 4,125 


w 
w 
w 


‘Anoka, Minnesota 1,369,566 12,446 1,212,987(9) 719,950 
Barnum, winnesoee 123222 86 21383095 aatece 

| Braham, Minnesota 2,935 ‘i 
\Cloquet, Minnesota 9,467 peed 495,055 360,470 30,315 
‘Duluth, Minnesota 514,576 4,290,776(9) 2198,621 ’ 2,067,411 384,510 
Forest Lake, Minnesota 41,260 0 et) 21,635 40 8,093 4,314 

Harris, Minnesota 1,678 6,882(9 2,624 1,664 

Hinckley, Minnesota 7,983 27,580(9) 10,918 13,438 

‘Kettle River, Minnesota 30,618 61,336(9 42,532 ‘ 16,363 

Lake Elmo, Minnesota 3,597 8,429(9 4,169 

Moose Lake, Minnesota 12,493 70 ,427(9 


QEerus 
weno 


_North Branch, Minnesota 4,733 25,514(9 
Pine City, Minnesota 41,260 80,467 (9 
‘Rush City, Minnesota 11,223 62,630(9 
Sandstone, Minnesota 24,578 55,256(9 
Stillwater, Minnesota 131,663 320,218(9 
Sturgeon Lake, Minnesota 282k 6,342(9 
Superior, Wisconsin 687,960 955,550(9 
White Bear Lake, Minnesota 59,907 179, 680(9 
Willow River, Minnesota 11,136 9,694(9 
Ackley, Iowa 176,637 45,226 
Alvard, Iowa 14,154 

Ames, Nebraska 7,195 

Anamosa, Iowa 555,397 

Anita, Lowa 175,759 

Archer, Iowa 15,699 

Arnold's Park, Iowa 58, 686 

Badger, Iowa 19,195 

Brayton, Lowa 32,790 

Bryant, South Dakota 80,539 

Calument, Lowa 18,837 

Canistota, South Dakota 88,449 

Cascade, Iowa 120,204 

Cedar Bluffs, Nebraska 37,098 

Ceylon, Minnesota 61,305 

Clark, South Dakota 121,528 

Clarksville, Iowa 191,940 

Coates, Minnesota - 


‘Mora, Minnesota 339,268 90,832 


a 


Conde, South Dakota 
Cornwith, Iowa 
Dawson, Iowa 
Decorah, Lowa 

Delhi, Iowa 

Denison, Iowa 

Dike, Lowa 

Doon, Iowa 

Duncombe, Lowa 
Earlville, Lowa 
Elmore, Minnesota 
Emmetsburg, Iowa 
Emmons, Minnesota 
Endicott, Nebraska 
Epworth, Iowa 
Evansdale, Iowa 
Farley, Lowa 

Farmer, South Dakota 
Fertile, Iowa 
Fostoria, Iowa 
Fulton, South Dakota 
Germantown, Iowa 
Gilbert, Lowa 
Gilbertville, Iowa 
Goldfield, Lowa 
Goodell, Iowa 
Hampton, lowa 
Hartland, Minnesota 
Hayward, Minnesota 
Hazel, South Dakota 
Holland, Iowa 
Howard, South Dakota 
Hubbard, Iowa 

Iron Jct.Del.Pt., Minn. 
Ithaca, Nebraska 
Jackson, Nebraska 
Jamaica, Lowa 
Janesville, Towa 
Jefferson, South Dakota 
Jesup, Iowa 

Kanawha, Iowa 
Kenyon, Minnesota 
Lakeville Twp., Minnesota 
Lawton, Iowa 
Leshara, Nebraska 
Lonsdale, Minnesota 
Macedonia, Iowa 
Manchester, Minnesota 
Maquoketa, Lowa 
Medford, Minnesota 
Merrill, Lowa 
Millard, Nebraska 
Mineola, Iowa 

Mingo, Iowa 
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Moneta, Iowa 
Moville, Iowa 
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New Hartford, Iowa 
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Nora Springs, Iowa 
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North Shore Del.Pt.,Minn. 12,465 2,317,927(9) 1,170,765 1,147,162 

dham, South Dakota 132 8,779 4,829 3,865 

Qnawa, Iowa 200,851 232,491 (39,313) 

Orange Center, Iowa 4,540 3,028 1,460 

Osage, Towa 103,813 92,307 8,931 

Otho, Lowa 15,100 9,857 

Qwasa, Iowa 1,313 

Panama, Nebraska 88 

Pandra, Iowa 

Pipestone, Minnesota 

Rapidan, Minnesota 

Richland, Nebraska 

Rogers, Nebraska 

Roland, Iowa 

$ac City, Iowa 

Sibley, Iowa 

Silver City, Iowa 

$c. Cloud, Minnesota 

Stratford, South Dakota 

Stuart, Lowa 

Superior, Lowa 

Tama, Iowa 

Thor, Iowa 60 

Treynor, Lowa 

Trimont, Minnesota (11, 365, 

Twin Lakes, Minnesota 1,291 

Vincent, Iowa (1,935) 

Vinton, Lowa 53,911 

Waterville, Minnesota (1,306) 

4,270 

(60,068) 


Wellsburg, Iowa 

Winona, Minnesota 

Winthrop, Iowa 12,591 5,760 6,831 

Worthington, Iowa (1,36 1,545 (2,892) 

Yale, South Dakota (83 1,005 (1, 088) 

Zumbrota, Minnesota (13,098) 16,455 £25» 3333 

Alexandria, Minnesota 3,944 57,600 53,656. 
(16,526) 16,110 (32, 636) 

55,905 76,390 197,055 (120,665) 


»415 
2,234,913(9) 
3,731 


435464 
6,365,208 
20,408 
21: 126 
6.713 
380, 387 
1,320;158 
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27,350 

73657 
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449 368 (9) 

145,023 
1,563, 464(9) 


11,716 
6,261 

2; 382 
120,820 
4167919 
1495215 
1,391,083 


Redfield, South Dakota 


Willmar, Minnesota 13,137 1,431,169 


@) 
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As shown in Ex. 165, Col. 3, Page 3; 
Ex. 173, Col. 3, pages 1-5 and 
Ex. 175, Col. 3, page 1. 


Obtained by mltiplying the branch line 
investment by the following factors, which 
are a composite of the 4% interest and 
overhead corrections and the ad valorum 
tax corrections: 

Iowa 0.78567% 
Minnesota 0.98447, 
Nebraska 0.8648% 
South Dakota 0.60847, 
Wisconsin 0.85447 
Illinois 0.5832% 


(3) 
(4) 
(5) 


(6) 


Column ¢ plus Column £. 

Column d less Column g. 

Obtained by multiplying the measuring 
station investment as shown on Exhibit 
185, Tab. 3, Column (e) by 20%. 


Column h less Colum i. 


(7) 


Column ¢ times $15. The $15 figure 
represents 50% of the $30 incremental 
main line cost of service per Mcf of 
Contract Demand, as shown on Ex. 185, 
Tab. 2, Item 3. 


Column j less Column k. 


Revenues adjusted to reflect che 
rates as ordered in Opinion 324. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chair- 
man; Frederick Stueck, Arthur Kline and John B. Hussey. 


In the Matters of 


Docket Nos. G-17485, G-17486 and G-17874 
NorrHern Natura Gas Company 


Docket No, G-17487 
Permian Basin Prrevine Company 


Docket No. G-17626 
Tron Rances Naturat Gas Company 


Docket No. G-17854 
Ex Paso Naturau Gas Company 


Docket No. G-18113 
Pures Petroleum Company 


Orrnion No, 324 


Opinion and Order Issuing Certificates of Public Convenience 
and Necessity and Permitting Abandonment of Service 
and Facilities 


(Issued July 31, 1959) 


This consolidated proceeding concerns a proposal by 
Northern Natural Gas Company under Section 7(¢c) of the 
Natural Gas Act to initiate natural-gas service to 342 
communities in six different states in the Midwest. The 
distribution of the gas would be performed by Northern’s 
existing and proposed utility customers, including Iron 
Ranges Natural Gas Company, and by Northern’s own 
distributing arm, known as the Peoples Natural Gas Divi- 
sion. The applications by Permian Basin Pipeline Com- 
pany, El Paso Natural Gas Company, and Phillips Pe- 
troleum Company are concerned with Northern’s gas 
supply. After hearings, the exchange of briefs, waiver of 


364 
(11693) 


the intermediate decision procedure and oral argument, the 
applications and the issues raised by them are before us 
for decision. As set forth below we are granting the 
various applications but appending such conditions as we 
believe in the public interest. 


Tue APPLICATIONS 


Northern owns an interstate pipeline system originat- 
ing in the panhandle of Texas and extending northeast- 
erly through Kansas, Nebraska, and Iowa with branches 
running east to Dubuque, Iowa, north to Minneapolis, 
Minnesota, and northwest into South Dakota. Its ap- 
plication in Docket No. G-17485 proposes the extension of 
its system by means of 170 miles of 24 and 20-inch pipe 
beyond Minneapolis in a northeasterly direction to the 
cities of Duluth, Minnesota, and Superior, Wisconsin, at 
the head of Lake Superior. This extension will serve 39 
communities, of which 36 are located in Minnesota and 


the remaining 3 in Wisconsin. The cost of the necessary 
facilities at the end of the third year is estimated to be 
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$25,753,800, to which must be added $704,000 for enlarge- 
ment of Northern’s Elk River, Minnesota, lateral so as 
to provide increased service to Minneapolis as discussed 
below. 

In Docket No. G-17486 Northern proposes to construct 
facilities estimated to cost about $88,160,172 by the third 
year? in order to serve 303 communities in Towa, Minne- 
sota, South Dakota, Nebraska, Wisconsin and Illinois. To 
serve these communities Northern would construct 230.3 
miles of 24inch and 30-inch mainline loops, 51,400 horse- 
power of additional compression, including two new com- 
pressor stations, one at Waterloo, Iowa, and the other 
at Farmington, Minnesota, 2,038.6 miles of 2-inch to 16- 


1Including the third-year cost of $11,462,572 for 24 communities, not in- 
cluded in the original applications, but which have intervened and which 
Northern is willing to serve. 
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inch branch pipelines, 282 town border stations, and an 
extension consisting of 46 miles of 20-inch line from the 
vicinity of Duluth to the Mesabi Iron Range area. 

In Docket No. G-17626 Iron Ranges proposes to construct 
approximately 180 miles of 3-inch to 12-inch pipeline so 
as to deliver gas purchaed from Northern to 20 Minne- 
sota communities and several industrial customers. Iron 
Ranges’ proposal may be divided into three parts: (1) 
the Mesabi project where in addition to distributing gas 
to 18 communities, it would make large-volume industrial 
interruptible sales to Minnesota Power & Light Company 
for use in generating plants near Aurora and Cohasset, 
Minnesota, (2) the North Shore Project where delivery 
would be made by means of a pipeline extending from Du- 
luth north along Lake Superior to serve the iron ore pelle- 
tization plant of the Reserve Mining Company and two 
small communities, and (3) other areas where distribution 
is proposed in eight communities with Northern supplying 
the gas at the town borders as proposed in Docket Nos. 
G-17485 and G-17486. The total estimated cost of all fa- 
cilities for all three projects is $7,614,602. 

Docket Nos. G-17874 (Northern), G-17487 (Permian), 
G-17854 (El Paso), and G-18113 (Phillips) are concerned 
with Northern’s gas supply which will be used for its pro- 
posed new service. In G-17487 Permian proposes to sell 
and deliver an additional 50,000 Mef of gas per day to 
Northern, thus raising its deliveries from 425,000 Mef per 
day to 475,000 Mef per day. 

In order to save unnecessary transportation and take 
advantage of El Paso’s facilities Northern and El Paso 
have entered into an exchange-transportation agreement 
by which Permian delivers the gas it sells to Northern into 
El Paso’s system at El Paso’s Plains Compressor Station 
in Yoakum County, Texas, and El Paso delivers an equal 
quantity of gas to Northern 200 miles further north at 
Dumas in Moore County, Texas, at the terminus of El 
Paso’s Dumas Line where are located El Paso’s sources 
of supply. In Docket No. G-17854 El Paso requests per- 
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mission to transport and exchange the additional quantity 
of 50,000 Mef per day. 
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El Paso expects to obtain additional gas from Phillips 
so as to enable it to increase its deliveries to Northern. 
El Paso has a contract with Phillips (filed as Phillips’ 
FPC Gas Rate Schedule No. 32) by which it is presently 
purchasing 100,000 Mef of gas per day, but which provides 
that on January 1, 1960, El Paso is entitled to receive 
180,000 Mef per day. Phillips has also been under con- 
tract with Northern (Phillips? FPC Rate Schedule No. 24) 
whereby Phillips agreed to sell Northern 50,000 Mef per 
day up to January 1, 1960. In Docket No. G-18113 Phillips 
has requested permission under Section 7(b) of the Act to 
abandon its sale to Northern as of January 1, 1960. In 
Docket No. G-17874 Northern has requested permission to 
abandon the facilities it now uses to transport the gas 
purchased from Phillips to El Paso’s compressor station 
from which it is delivered into Northern’s main line, and, 
as a part of Docket No. G-17854, El Paso requests authori- 
zation to discontinue the compression service now rendered 
for Northern in connection with the gas Northern is pur- 
chasing from Phillips and to acquire the facilities that 
Northern proposes to abandon. 


ProcepuRaL STEPS 


After consolidation of the proceedings the State of 
Minnesota, the Public Service Commission of Wisconsin 
and the Illinois Commerce Commission filed notices of 
intervention in these proceedings, and the Commission 
permitted intervention by 47 additional parties. A hearing 
was held commencing April 20, 1959, and concluding June 
18, 1959, after 27 actual hearing days. 

During the course of the hearing Northern filed a motion 
requesting that the Commission sever its application in 
Docket No. G-17485 so that it might more quickly acquire 
a certificate in that proceeding in order to commence 
service to Duluth and Superior by the 1959-60 heating 
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season. By order of May 15, 1959, the Commission denied 
such severance and denied appeals by several parties to the 
presiding examiner’s allowing a recess of only six calendar 
days to prepare for cross-cxamination. By order issued 
June 25, 1959, the Commission granted a motion by North- 
ern to omit the intermediate decision procedure with 
respect to all applications, fixed a time for filing briefs 
and fixed the date of July 17, 1959, on which oral argument 
was held. 
Tue Issues 


Generally, the issue is whether Northern should be 
granted certificates for its proposed project, whether the 
certificates should be conditioned and whether the other 
Applicants should be granted the authorizations sought by 
them with respect to gas supply. Specifically, the more 
important issues are (1) whether Northern has an adequate 
gas supply, (2) whether its proposed rates are allowable 
in that they reflect a greater portion of costs in the demand 


component than is permitted by certain Commission prece- 
dents, (3) whether various communities proposed to be 
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served return so little of Northern’s costs that they will 
inerease the financial burden upon Northern’s existing 
customers, (4) whether the proposed industrial sales on 
the part of Iron Ranges are sufficiently firm so as to remove 
doubt that they can be made, and (5) whether Phillips 
Petroleum has shown that abandonment of its sale to 
Northern is permitted by the public convenience and neces- 
sity. These and other issues may now be determined in 
connection with our examination of Northern’s proposals, 
No question has been raised to the adequacy of Northern’s 
or Iron Ranges’ proposed facilities from an engineering 
viewpoint or as to the reasonableness of its cost estimates, 
and we have no question on these matters. Because all of 
the dockets represent in effect different aspects of one 
plan to supply additional communities and customers with 
gas, we shall discuss this plan as a whole. 
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FINaNciIne 


No issue has been raised as to Northern’s ability to 
finance its project. It proposes to finance its project as 


follows: 

Total G-17485 G-17486 
Sinking Fund Debentures... —~ $ 49,000,000 $13,000,000 $36,000,000 
Preferred Stock. .......... es 20,000,000 soe 20,000,000 


Common Stock ....... : ie 10,000,000 % 10,000,000 
Internal Funds ...sssmomone oe —- 24,000,000 13,000,000 11,000,000 


TOTAL vccme mun, $103,000,000 $26,000,000 $77,000,000 


The record shows that this financing plan is feasible. 
The debentures and preferred stock will be sold to the 
public through underwriters. The common stock will be 
sold under a rights offering entitling the common stock- 
holders to subscribe for additional shares under their pre- 
emptive rights. After completion of the proposed financing 
the capitalization ratio will be debt 58 percent, preferred 
stock 12 percent, and common equity 30 percent. This 
ratio is within the standards employed by the Commission.? 
The record indicates that Northern would have no difficulty 
financing the facilities, estimated to cost an additional 
amount of $11,462,572, necessary to serve the 24 communi- 
ties, proposed by interveners, and which Northern states it 
is willing to serve. 


11697 
Iron Ranges plans to finance its three projects covered 
by its applications as follows: 


First Mortgage Bonds, 554% $5,450,000 
Interim Notes, 6% .. 1,073,000 
Capital Stock 1,288,366 


$7,811,366 
Iron Ranges contemplates that the bonds will be sold to 
an insurance company and the interim notes and common 
2 Houston Tezas Gas § Oil Corporation, et al., Docket No. G-9262, 16 


F.P.C. 118, 140, affirmed as Florida Economic Advisory Council v. F.P.C., 251 
F, 24 643 (CADC), certiorari denied, 356 U.S. 959. 
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stock will be sold privately. Iron Ranges’ evidence shows 
that underwriters would be willing to undertake the mar- 
keting of these securities. 

At the end of the construction period the capital ratios 
will be bonds 69.1 percent, interim notes 13.6 percent and 
common equity 17.3 percent. Although the interim notes 
are convertible into preferred stock at the option of the 
company they must be considered as long-term debt. If 
they are treated as such, the long-term debt ratio will be 
increased to 82.7 percent of the capitalization. Since this 
exceeds our regular standard of 75 percent we shall condi- 
tion our certificate to Iron Ranges so as to prevent Iron 
Ranges from paying dividends on common stock until the 
interim notes are converted into preferred stock or the 
long-term debt, including the interim notes is reduced to 
75 percent or less of the total capitalization. So condi- 
tioned we can see no difficulty on the basis of the record 
with Iron Ranges’ financing. 


Gas Suppiy 


There appears to be no dispute about the size of the gas 
reserves dedicated to Northern or of their deliverability 
life except as noted below, that is, the length of time that 
gas will be deliverable from them at the rate required by 
Northern. The reserves, amounting in all to 12.6 trillion 
cubic feet, are located in the Panhandle of Texas, the 
Permian Basin Area, the Hugoton Field, which includes 
areas in Kansas, Texas and Oklahoma, and other areas. 
The evidence indicates that the deliverability life from 
these reserves will be thirteen years as of January 1, 1960, 
when the requirements of both Docket No. G-17485 and 
G-17486 are taken into consideration, and when it is 
assumed that applications of Permian, El] Paso and Phil- 
lips with respect to Northern’s gas supply are granted. 

Although the deliverability life of Northern’s reserves 
upon first consideration appears favorable, we do have 
some reservations with respect to the gas supply. In the 
first place by reason of Permian’s increasing its deliveries 
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from 425,000 Mef per day to 475,000 Mef per day the de- 
liverability life of its reserves is shortened. We agree with 
the staff 
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that it is only because of the favorable effect on 
Northern’s gas reserves taken as a whole that we will 
affirm the authorization requested by Permian. Further- 
more, a large part of Northern’s reserves are contained in 
a formation in the Hugoton Field having a very low per- 
meability which would limit the flow of gas. Additionally, 
Northern has not taken its full quota (‘‘allowables’’) from 
the Kansas part of the Hugoton Field, and there has 
resulted an accumulation of ‘‘underages’’. The record 
indicates that Northern will attempt to sell these underages 
resulting in a small loss of deliverability life. Lastly, 
water has appeared in wells in the Hugoton Field in con- 
junction with the production of gas. While it was the 
opinion of Northern’s witness that the water would not 
have much effect on future rate of production, an element 
of doubt is introduced as to the effect of the water problem 
when high rates of production are necessary. In view of 
these considerations while we shall affirm Northern’s pres- 
ent applications, we agree with the staff that in any future 
certificate application by Northern seeking to increase its 
system sales capacity, Northern should be required to make 
a showing that the average well in the Hugoton Field can 
sustain the rates of production used in its deliverability 
studies. 

In connection with the gas supply for Northern’s project 
it is necessary to pass upon the applications of Permian 
(G-17487), El Paso (G-17854), Phillips (G-18113), and 
Northern (G-17874) relating to that gas supply. Taking 
Permian first, it may be recalled that Permian proposes to 
increase its sales to Northern from 425,000 Mef per day to 
475,000 Mef per day. The gas is delivered into the facilities 
of El Paso at Plains, Texas, while equivalent volumes are 
delivered by El Paso to Northern at Dumas, Texas, so that 
Permian’s increased deliveries will add to the gas supply 
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available to Northern. We note that the ability of Per- 
mian’s facilities to transport this additional gas is sup- 
ported by the evidence. As of December 31, 1958, its re- 
serves are estimated to be 3.764 trillion cubic feet; 
and its market and the economic feasibility of its proposal 
is assured by its contract with Northern and the fact that 
it sells gas to Northern under a cost-of-service tariff. There 

is thus every reason to grant Permian’s application. 
Likewise, we shall grant El Paso’s application to trans- 
port or exchange the additional 50,000 Mef per day of gas, 
to acquire some 1800 feet of 16-inch pipeline that will no 
longer be needed by Northern since we are granting Phil- 
lips permission to abandon service to Northern, and to 
abandon the compression service rendered by El Paso with 
respect to the gas Northern now buys from Phillips. We 
note that Permian’s facilities can deliver an average daily 
volume of 715,000 Mef to El Paso at Plains. Because the 
average maximum daily capacity of the Plains-Dumas 
pipeline is only 206,000 Mcf, El Paso will use the greater 


part of the gas receipts from Permian, including the 
475,000 Mef per day to be received for Northern’s account, 
for its own markets. El Paso points out that the deficit 
between the gas volumes which El Paso can physically 
transport from Plains to Dumas and the 475,000 Mef to be 
delivered to Northern is to be made up of gas volumes 
obtained from the Dumas Panhandle Area. 
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As already noted under a contract of October 31, 1945, 
(filed as Phillips’ F.P.C. Gas Rate Schedule No. 32) El 
Paso is to take an average daily volume of 100,000 Mef 
from Phillips at its Dumas Plant until December 31, 1959, 
and commencing January 1, 1960, El Paso is to take the 
increased volume of 180,000 Mef at this location. The 
record shows that Phillips’ reserves are adequate to sup- 
port the new average daily volumes through the year 1971 
with comparatively small reductions through 1974. The 
record shows further than El Paso needs the additional 
gas in order to increase its deliveries to Northern in view 
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of the limitations in the capacity of its Plains-Dumas line, 
if it is to avoid the necessity of acquiring additional gas 
sources and modifying the operation of its entire field 
system. Furthermore, El Paso will require the 1800 feet 
of 16-inch pipeline, now owned by Northern and used to 
receive the 50,000 Mcf of gas from Phillips, in order to 
deliver the increased volumes of exchange gas to Northern. 
The price of $27,092.89, representing depreciated cost as of 
January 1, 1960, is reasonable. Since we are granting 
Phillips’ application to cease delivering the 50,000 Mef 
of gas to Northern, Northern will not need this short pipe- 
line and we shall grant its application in Docket No. 
G-17874 to sell it to El Paso. 

On the basis of its contracts with Northern and El Paso, 
Phillips has asked that it be permitted to abandon its serv- 
ice to Northern of 50,000 Mcf per day as of January 1, 
1960, when it will commence delivering 80,000 Mef per day 
more gas to El Paso. In view of the fact that Northern 
will receive an additional 50,000 Mef per day from Permian 
via El Paso, instead of what it receives from Phillips, and 
that Northern’s gas supply will be sufficient for its pro- 
posed project, in our opinion ‘‘the present or future public 
convenience or necessity permit such abandonment”’ within 
the language of Section 7(b) of the statute. 

The staff and the Coal Interveners argue that Phillips 
has been deficient in its presentation with respect to its 
application in that it relied on the contracts alone. Because 
the contracts show that Phillips will increase its deliveries 
to El Paso in a greater amount than the service to North- 
ern sought to be abandoned, and that Northern will receive 
no less gas because of the abandonment, Phillips’ showing 
has been sufficient under the peculiar facts of this pro- 
ceeding.® 

The staff contends that there has been no showing that 
Phillips could not deliver the 180,000 Mef as well as the 


3In our order in Docket No. G-2619, dated September 28, 1956, we, in 
effect, approved Phillips’ increasing its deliveries to El] Paso by the con- 
tracted volume of 80,000 Mcf per day. 
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50,000 Mef, or a total of 230,000 Mef per day from its plant. 
While Phillips made no such showing, an exhibit intro- 
duced by El Paso indicates that Phillips, on the basis 
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of its reserves, could not deliver the full 230,000 Mef per day 
but rather quantities declining in the next ten years from 
218,000 to 190,000 Mef. But irrespective of Phillips’ ability 
to deliver gas the contracts indicate that Northern will not 
be injured because it will receive the equivalent quantity of 
gas from E] Paso. 

Both the staff and the Coal Interveners points out that 
Northern will pay Permian more for its gas than it was 
paying Phillips, 20.447 cents per Mef as opposed to 14.307 
cents per Mef. On the other hand Phillips will sell its gas 
to E] Paso at an even lesser rate of 13.3480 cents per Mef, 
and we do not see that the public convenience and necessity 
does not permit the low priced gas going to one customer 
rather than another. 


Markets anp Economic FEasIBiuity 


As already mentioned Northern Natural through its 
Dockets G-17485 and G-17486 proposes to serve 342 com- 
munities, including 24 communities proposed for service by 
interveners in these proceedings. On the basis of estimates 
either presented or adopted by Northern from the presen- 
tation of its customers it appears that service to these 
communities would represent a third-year contract demand 
volume of 230,899 Mef per day ‘ and an annual sales volume 
of 82,001,353 Mcef.° Northern estimates that in the third 
year of service to the 342 communities it will earn in excess 
of a 6% percent rate of return on its entire system al- 
though the rate of return on the incremental facilities to be 
constructed in the two dockets will be somewhat short of 
this, but will still represent a substantial return on its 


4Increasing Northern’s present certificated system salable capacity from 
1,341,209 Mcf per day to 1,572,108 Mef per day. 

SIncreasing the system annual sales volume from 402,727,000 Mef to 
484,728,353 Mef. 
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investment. This rate of return on incremental facilities 
would, of course, be increased as a result of the provisions 
we make below for elimination of certain uneconomic 
service or for alternative contributions by the distributors 
in the communities involved. 

The real problem with respect to Northern’s markets is 
the threat of competition made clear at the hearing by the 
Coal Interveners.® Especially involved are the operators 
of the commercial coal docks located on the shore of Lake 
Superior and Lake Michigan particularly at Duluth, Minne- 
sota, 
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and Superior, Wisconsin, at the head of Lake Superior. 
These coal docks receive eastern coal by lake vessels 
and ship it throughout the upper lake territory. The 
evidence shows that the coal interests strongly intend 
to compete with Northern and Iron Ranges in supplying 
the fuel requirements of the major industrial and utility 
plants at the head of Lake Superior, on the Mesabi Range 
and elsewhere. While, as discussed below, we think it im- 
portant in view of this threatened and aggressive competi- 
tion to require that agreements between Iron Ranges and 
certain of its customers be made more firm, we do not feel 
justified in denying certificates for natural gas service 
merely because of competition. There is no reason for us 
to assume that Northern and Iron Ranges will lose its 
markets for interruptible gas or will be unable to find 
substitute purchasers. We therefore conclude that North- 
ern has markets that it will be able to serve and its project 
will be feasible particularly after the provisions we shall 
now discuss for customers who may not pay their proper 
share of Northern’s cost of service. 


a. Economic feasibility of the branch lines.—Northern’s 
proposal to serve 342 communities including 24 communi- 


6 National Coal Association, United Mine Workers, Fucls Research Council, 
Inc., Midwest Coal Producer’s Institute, Inc., Upper Lake Docks Coal Bureau, 
Inc., The Chesapeake and Ohio Railway Co. 
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ties that it has agreed to serve requires it to construct the 
necessary branch lines and metering stations as well as to 
increase the capacity of its main line by the installation of 
extensions, loops and additional compression facilities. 
The question therefore arises as to whether the revenues to 
be obtained from the contemplated new service will be 
great enough to offset the costs associated with the con- 
struction of the branch lines and metering stations neces- 
sary for rendering service to the proposed communities so 
as to avoid placing the burden of the cost of the new facili- 
ties upon Northern’s existing customers. At the request 
of the staff Northern presented studies showing the result 
of applying its branch-line extension policy to the proposed 
communities. This policy simply requires that a branch 
line return sufficient revenues by the fifth year of service to 
pay for the cost of the gas in the field plus the out-of-pocket 
costs (compressor fuel, ete.) of transporting the gas to the 
town border stations, for the fixed and operating charges 
on the branch lines, and in addition, contribute something— 
no matter how little—to Northern’s main-line cost of 
service. 

In its brief the staff contended that the third year, rather 
than the fifth year, is the proper criterion in determining 
the feasibility of a given branch line. In this proceeding 
Northern presented engineering evidence and supporting 
data based upon the third year of service. Furthermore, 
we think that a branch line should be shown to be feasible 
before a time so remote as the fifth year in order not to 
burden existing customers. It may be noted that in Opinion 
No. 316,7 where we denied a previous application on the 
part of Northern, we stated: 
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* © * in any new application Northern should file and 
in any further hearings, the company should design 
facilities and submit supporting data showing ability 
to render the contemplated service to new markets for 


7 American Louisiana Pipe Line Co., et al., 20 F.P.C. 575, 602. 
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a period conforming to the time within which North- 
ern estimates that the proposed new markcts will reach 
economic feasibility. 


Thus data on the feasibility of the branch lines should 
conform to the other data submitted by Northern relating 
to its proposed service. 

While Northern based its studies on the proposed con- 
tract demands of the customers, we agree with the staff’s 
further contention that the results should be based on the 
third-year estimate of annual sales, because the annual 
volume index would benefit the communities with lower 
load factor estimates, rather than the communities having 
large industrial overrun markets, which are benefitted in 
any case by the terms of Northern’s existing tariff, which 
is designed to reflect differences in load factor. 

Considering the studies presented by Northern with the 
modifications discussed above we believe that the reve- 
nues in the third year should be at least sufficient to de- 
fray the cost of the gas as delivered at the town border 
stations (average cost of gas in the field plus out-of- 
pocket main line costs), the branch-line cost of service and 
the cost of service of the measuring stations for each com- 
munity. This means that Northern’s branch-line extension 
policy should be strengthened sufficiently to require that 
a distributor for a community not only pay for the cost 
of servicing the branch line but also cover the costs of 
providing the measuring stations, which Northern has 
treated as main-line facilities but which are necessary for 
service to the individual communities. Where the annual 
revenues from a given branch line on the third-year basis 
will not be sufficient to meet the costs associated with the 
measuring stations for that particular branch line, service 
on such branch line must be denied unless the distribu- 
tors for the communities served by the branch line make 
an appropriate contribution to the cost of constructing the 
measuring stations. Likewise, where the revenues are in- 
sufficient not only to cover the cost of the measuring sta- 
tions, but also fail to cover the costs of the branch line, 
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service, must, of course, be denied unless a contribution 
is made not only for the construction of the necessary 
metering stations but also for the branch line. If these 
contributions are made Northern’s total investment will 
be reduced so that the revenues will at least be sufficient 
to cover the out-of-pocket costs, the branch line costs, and 
the measuring station costs even if the service does not 
meet other main-line costs. 

Where it is necessary that a contribution be made in 
aid of constructing a branch line, it should be proportion- 
ate to the failure of the estimated third-year annual reve- 
nues to mect the costs of the branch line as shown by the 
record. As for the measuring stations, the record does 
not contain all the elements necessar to determine the 
precise cost of service of 
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each one. Northern, however, has outlined some of 
these elements, i.e., depreciation, rate of return, fed- 
eral and state income taxes, miscellaneous taxes and 
ad valorem taxes. The estimated operation and main- 
tenance costs for particular meter stations however, 
are not included. Using the amounts available in the 
record for the above items and applying our informed 
judgment, we believe the total service costs, during the 
third year of service, would amount to about 20 percent 
of the initial investment in the metering facilities includ- 
ing construction overheads and contingencies. Of course, 
in future proceedings, perhaps with additional informa- 
tion in the record as to the costs of metering facilities 
the 20 percent figure may be modified. Thus, if the third 
year annual revenues from a given branch line fail to in- 
clude 20 percent of the initial cost of the measuring sta- 
tions, the necessary contribution to construction would be 
in the same proportion that the revenue deficiency bears 
to 20 percent of the initial cost. 

Applying these principles, we find that, of the 342 com- 
munities that Northern proposes to serve, 218 communi- 
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ties referred to in Appendix A * to this opinion are located 
on branch lines which will provide sufficient revenues to 
meet the field cost of the gas, out-of-pocket main line 
costs, the branch line costs and the measuring station costs 
and will contribute more or less to system fixed costs. 69 
communities listed in Appendix B will be located on branch 
lines that will provide revenues that will cover the branch 
line costs, but not the measuring station costs, and 55 
communities listed in Appendix C will be located on branch 
lines that will not provide sufficient revenues to cover 
either measuring station or branch line costs; both these 
categories of communities must be eliminated or their 
distributors must make appropriate contributions. 

There are fifteen additional communities intervening in 
these proceedings, as listed in Appendix D, that have re- 
quested gas service, but which Northern has not agreed 
to serve. The evidence in the record is not in sufficient 
detail to enable us to determine the economic feasibility 
of service to these communities in accordance with the 
principles here expressed even if we had authority to 
compel service to them. However, the evidence available 
in the record indicates that service to some of these com- 
munities would compare favorably with service that North- 
ern has proposed. Therefore we hope that Northern will 
provide for service to them in a subsequent application, 
that should not be too long delayed, particularly if North- 
ern has excess capacity available as a result of the condi- 
tions of this order. 
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As a result of the application of the principles expressed 
above, Northern will serve communities that will at least 
defray all costs other than the system-wide fixed costs; 
Northern’s return on the incremental facilities will be 
improved; and the feasibility of its entire project will be 
enhanced. 


8 Appendix A gives the names of 198 communities, 2 industrials and the 
two delivery points to Iron Ranges, which would transport the gas to 20 
towns. 
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In connection with the economic feasibility of the branch 
lines Minneapolis Gas Company, Council Bluffs Gas Com- 
pany and Metropolitan Utilities District of Omaha argue 
that each branch line must bear its full share of Northern’s 
cost of service, otherwise a greater burden will fall on 
the present customers. Minneapolis Gas Company argues 
specifically that each branch line must pay the cost of 
purchased gas, the cost of service attributable to the 
gathering facilities, the cost of service attributable to the 
main-line facilities, and the cost of service attributable to 
the branch line facilities. However, we are requiring that 
those branch lines with insufficient revenues make contribu- 
tions so that all but system-wide fixed cost will be covered, 
and the record shows that a large number of the branch 
lines (in Appendix A) make significant contributions to 
system-wide fixed costs. While it cannot be precisely de- 
termined what will be Northern’s incremental return on 
its project as a result of the eliminations or contributions 
required by this order, it would appear that no undue 
burden will be placed on the present customers. In any 
case it would be impossible to regulate a utility or for a 
utility to engage in business if every segment of its busi- 
ness had to earn the same rate of return. 


b. The Iron Ranges Project.—As will be recalled Iron 
Ranges proposes to distribute gas in eight communities in 
Minnesota with gas supplied by Northern at the town 
borders. By means of its Mesabi Iron Range Project it 
will serve 18 communities and industrial concerns includ- 
ing Minnesota Power’s generating plants near Aurora and 
Cohasset, Minnesota, the Blandin Paper Company at 
Grand Rapids, and indirectly through sales for resale, the 
municipal power plants of the communities of Virginia and 
Hibbing, Minnesota. That this system would rely heavily 
on industrial sales is apparent from the fact that about 
two-thirds or 8,615,000 Mef of the third year sales, amount- 
ing in all to 12,723,000 Mcf would be made in the inter- 
ruptible industrial market, principally for power genera- 
tion. From its North Shore Project Iron Ranges will 
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serve the taconite pelletization plant of the Reserve Min- 
ing Company where the gas will replace both coal and oil. 

Iron Ranges has presented in the record forms of con- 
tracts with Minnesota Power and with Reserve Mining in 
addition to letters from these proposed customers stat- 
ing that they would enter into contracts substantially in 
the form submitted. However, these contracts are not firm, 
for the buyer under certain conditions depending upon 
the relationship between the price of gas and the price 
of substitute fuels is not obligated to continue purchases. 
The contract with Minnesota Power sets forth a price of 
30.3 cents per CE unit, which represents the amount of gas 
equivalent to 1,000,000 Btus of coal. However, after tak- 
ing into account certain taxes and 
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rental charges, this price represents only 28 cents 
per Mef to Iron Ranges. Under the contract Minne- 
sota Power is required to purchase 2,400,000 Mef 
per year, but if the price of gas becomes more than 
90 percent of the cost of competitive fuel, Minnesota 
Power may cease purchasing gas, except that under this 
provision Iron Ranges may retain the business by decreas- 
ing the price of gas so as to keep it less than 90 percent 
of the other fuel, but need not make decreases greater than 
2.5 cents per CE unit by the sixth year. Even more im- 
portantly the contract also provides that if the price of 
gas becomes more than the price of the competitive fuel, 
the buyer may on thirty days notice discontinue the pur- 
chase of gas until the price of the competitive fuel becomes 
more than the price of the gas. 

The contract with Reserve Mining provides for the sale 
of 10,300 Mef of gas per day with a two-step demand charge 
of $4.00 and $6.00, and a commodity and interruptible 
charge of 26.2 cents per Mcf. The contract contains a pro- 
vision that if the price of gas over a three-month period 
becomes 95 percent of the cost of fucl oil, Reserve may 
cancel the contract upon three months’ notice, and another 
provision for cancellation upon payment of $1,700,000 less 
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three cents for each Mef of firm gas delivered prior to 
the date of cancellation. 

Two of the important coal dock companies introduced 
testimony that they intended to offer firm, long term con- 
tracts with Minnesota Power to supply coal to the Co- 
hasset and Aurora stations in competition with the inter- 
ruptible gas that the company might purchase from Iron 
Ranges as well as proclaiming that they intended to com- 
pete with gas at other plants of Minnesota Power and 
at other industrial plants in the Upper Lake region. One 
of the proposed coal contracts, worked out elaborately, 
would provide that Minnesota Power agree to burn coal 
exclusively at its Aurora and Cohasset stations and that 
the price of ‘‘competitive’’ coal would be adjusted in ac- 
cordance with the price of interruptible gas.° 

Because of the express intent of the coal interests to 
compete with Iron Ranges it becomes important that its 
contracts with Minnesota Power and Reserve Mining not 
have escape clauses. In issuing a certificate to Iron Ranges 
we shall therefore require that these escape clauses be 
eliminated. 

Concluding with respect to Iron Ranges’ project the 
record shows that it has a favorable market potential, that 
it will earn an adequate return, and that its project will be 
economically feasible. The fact 
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that certain of its markets are threatened by com- 
petition from the coal companies does not lead us to 
deny a certificate, for we do not believe that it is 
in the public interest to deny Iron Ranges the right 
to compete. We note in this connection that the rep- 
resentative of the State of Minnesota at the oral argu- 
ment was in favor of granting a certificate to Tron 
Ranges, for otherwise it was indefinite whether the 
area would have the benefit of gas or cheaper coal. 


® Although providing for an increase in the price of ‘‘stand by’’ coal. 
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ce. Service to Osage, Iowa.—The community of Osage 
first granted a franchise to Northern’s Peoples Division to 
distribute gas in the City and then voted to have a mu- 
nicipal distribution system. Both Northern and the City 
presented evidence with respect to service to Osage, which 
now contends that the City has the only franchise. The 
record shows that both proposed projects are economically 
feasible. Although the City contends that the franchise 
to Northern’s Peoples Division was, in effect, revoked by 
the election and that the electorate will have to vote only 
on the service agreement which the municipality would 
have to make with Northern, the gas supplier, we do not 
believe it is appropriate tor us to determine who is the 
rightful distributor in Osage. Therefore we shall require 
that Northern reserve for service to Osage the 1704 Mef 
per day of gas requested until it is finally determined who 
is entitled to it under local law. 

Village of Blaine, Minnesota.—In these proceedings 
Northern proposed to serve the Village of Blaine, Minne- 
sota, which presented evidence in support of the proposal. 
We have received letters from the attorney for the Vil- 
lage of Blaine and from North Central Public Service Com- 
pany stating that the people of the Village have rejected 
a municipal distribution system and that the city council 
has awarded a gas franchise to North Central. Both par- 
ties desire that North Central be allocated the gas that 
would have otherwise gone to the Village. We see no ob- 
jection to making this substitution. 
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Rares anp ZONES 


In its applications in Docket Nos. G-17485 and G-17486 
Northern has proposed rates, which represent a substan- 
tial departure from Commission precedent with respect to 
the classification and allocation of costs.’ It proposes to 


10 Atlantic Seaboard Corporation, 11 F.P.C. 43; Northern Natural Gas Co., 
11 F.P.C. 123. 
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establish two new rate zones, designated as B and ©,” 
north of its existing zone 3 with rates as follows: 


Firm Service Interruptible 
Zone Demand Charge Commodity Charge Overrun Service 
(Per Mef) (Per Mef) (Per Mef) 


$3.81 23.4¢ 23.4¢ 
$4.12 23.9¢ 23.9¢ 

The rate for Zone B was derived from the rates in effect 
for Zone 3, by adding to the Zone 3 rates a differential of 
2 cents per Mef at 70 percent load factor. One and a half 
cents of the differential was assigned to the demand com- 
ponent, and half a cent to the commodity component. 
Similarly the same differential was used in computing 
Zone C rates as compared to the rates for Zone B. 

The Zone 3 rates thus used as a basis along with rates 
for Zones 1 and 2, were filed by Northern on May 26, 1958, 
and were suspended by the Commission in Docket No. G- 
15335 until November 27, 1958. These rates represent an 
increase over rates filed and suspended in Docket No. G- 
12153, which in turn represent an increase over the rates 
agreed to by the parties and approved by order of the 
Commission on July 26, 1956, in Docket No. G-2505, 16 
F.P.C. 803. In the settlement and in each of the succeed- 
ing filings Northern employed the same 2 cent differen- 
tial between Zones 1, 2 and 3, split 114 cents to the de- 
mand component and % cent to the commodity component, 
so that it can be said to represent a historical pattern. 
The settlement rates in Docket No. G-2505 had the effect 
of shifting to the demand component of the approved rates 
some 7 percent of the jurisdictional costs which would have 
been recovered in the commodity component if the Sea- 
board case method of allocation had been applied. In the 
two succeeding filings in Docket Nos. G-12153 and G-15335, 
Northern added all of its increased costs to the demand 
component retaining the historical differential between 
zones. Thus the shift of costs to the demand component 


11In Opinion 281, 14 F.P.C. » Docket No. G-2217, issued May 20, 
1955, the Commission had established a Zone A for an unserved area in addi- 
tion to Zones 1, 2 and 3. 
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or “tilt”? is much greater in Docket No. G-15335 than in 
the settlement rates, and this tilt is carried over into the 
rates proposed for Zones B and C in this proceeding. 
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In general a heavily tilted rate is undesirable, because 
it tends, if carried over to the retail level, to place an 
unduly high proportion of the costs on the low-load factor 
domestic and commercial consumers, rather than on the 
interruptible industrial consumers who don’t pay a demand 
charge. It may be, however, that in the case of certain 
market patterns, particularly where the company depends 
upon the interruptible industrial load, as here, to make its 
project economically feasible, some tilt may be necessary. 
In this case we think that the burden should be placed on 
Northern to prove the justness and reasonableness of its 
proposed rates, with respect to “tilt”? and otherwise. On 
the other hand this is not a rate proceeding requiring us 
to determine just and reasonable rates,” and to turn it 
into a rate proceeding would inordinately delay the con- 
struction of Northern’s project. Therefore we shall pre- 
scribe initial rates for the project with the understanding 
that Northern may file rate changes, as it is entitled to do 
under Section 4 of the Natural Gas Act. 

With respect to the initial rates which we shall allow 
herein for Zones B and C it appears reasonable to retain 
the historical pattern. Such rates shall be leased upon 
the jurisdictional cost of service developed by the staff, 
which included a 6 percent return and associated income 
taxes. The jurisdictional costs are $32,964,897 assigned 
to demand and $111,943,483 assigned to commodity, or a 
total of $144,908,380." We therefore have computed rates 
for Zones 1, 2 and 3 not to be put into effect but merely as 
a basis for rates in Zones B and C. In doing so we have 
retained the historical shift of costs from the commodity 


12 Atlantic Refining Co. ¥. PS.C.y oom US. ... , Nos, 518 and 536, Octo- 
ber Term 1958, June 22, 1959. 


183 The staff’s jurisdictional costs have been adjusted so as to reinstate cer- 
tain cost items which were inadvertently eliminated. 
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to the demand component, or ‘‘tilt’? amounting to about 
seven percent. To the rates for Zone 1 we have added 
the historical differential of two cents per Mef, divided 
1.5 cents and .5 cents respectively between demand and 
commodity to arrive at rates for each succeeding zone to 
Zone C. The differential, at a 70 percent load factor 
amounts on the demand side to 31.9375 cents per Mcf per 
month. Using this approach we arrive at the following 
rates for Zones B and C: 
Zone B Zone C 
Demand per Mef per month $2.91 $3.23 
Commodity per Mef.................... . 25.97¢ 26.47¢ 
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We note that Iron Ranges proposes initial rates for 
jurisdictional sales of $4.25 per Mef demand and 28 cents 
per Mef commodity with overrun sales priced at the com- 
modity rate. Iron Ranges rates are based on Northern’s 
proposed rates and therefore should be modified. Since 


Iron Ranges, of course, has no historical pattern for tilt- 
ing costs from the commodity to the demand component, 
we shall therefore prescribe initial monthly rates for Iron 
Ranges of $4.74 per Mef demand and 29.05¢ per Mef com- 
modity in accordance with the Seaboard method of class- 
fication. Like Northern, Iron Ranges is privileged to file 
a change in this initial rate pursuant to Section 4 of the 
Natural Gas Act. 

There is one other rate matter that needs consideration, 
and that is whether Northern should charge its Zone 3 
rate or its Zone B rate to Minneapolis Gas Company for 
deliveries at an additional town border station at Minne- 
apolis, Minnesota, to North Central Public Service Com- 
pany for service to the towns of Coon Rapids, Lexington 
and Spring Lake Park, Minnesota, in the neighborhood of 
Minneapolis and to Northern States Power Company for 
service to the towns of White Bear Lake, Stillwater and 
Lake Elmo, Minnesota, in the neighborhood of St. Paul, 
Minnesota. The town border station at Minneapolis would 
provide a less expensive and more feasible means of de- 


386 
(11709) 


livering additional gas to Minneapolis in the future. North- 
ern is willing to construct it, and we shall condition our 
certificate so as to require it. Although the station will be 
north of the Zone 3 border, the gas will be used in Minne- 
apolis, on an established system and for this reason and 
otherwise, it clearly represents a Zone 3 sale. 

With respect to the other towns they lie physically out- 
side of Zone 3 in Zone B. Unlike Minneapolis they repre- 
sent new service areas at delivery points which are out- 
side Zone 3 on a miles of haul basis and which are not 
now within a Zone 3 integrated distribution system. It 
may be that in the future some of these new service areas 
may be served as part of a Zone 3 integrated distribution 
system and may then be eligible for Zone 3 rates. 


The Commission further finds: 


(1) Northern, Permian, El Paso and Phillips are nat- 
ural-gas companies and Iron Ranges upon commencement 
of the service authorized herein will be a natural-gas com- 


pany, within the meaning of the Natural Gas Act. 


(2) The facilities described above and more fully de- 
scribed in the respective applications of Northern, Per- 
mian, Iron Ranges and El Paso in Docket Nos. G-17485, 
G-17486, G-17487, G-17626 and G-17854 in these consoli- 
dated proceedings, are proposed to be used in the trans- 
portation and sale of natural gas in interstate commerce 
for resale as integral parts of the pipeline systems of their 
respective owners, and their construction, operation, and 
acquisition, as the case may be, by 
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applicants, are subject to the requirements of subsec- 
tions (c) and (e) of Section 7 of the Natural Gas Act. 


(3) Northern, Permian, Iron Ranges and El Paso are 
able and willing properly to do the acts and to perform 
the services proposed and to conform to the provisions of 
the Natural Gas Act and the requirements, rules and regu- 
lations of the Commission thereunder. 
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(4) The proposed construction, operation, and acquisi- 
tion of the facilities by Northern, Permian, Iron Ranges 
and El Paso are required by the public convenience and 
necessity and certificates therefor should be issued as 
hereinafter ordered and conditioned. 


(5) Public convenience and necessity require that the 
general terms and conditions set forth in paragraphs (a), 
(b), (e)(3), (c) (4) and (e) of Section 157.20 of the Com- 
mission’s Regulations under the Natural Gas Act (18 CFR 
157.20) should attach to the certificates hereinafter issued 
to Northern, Permian, Iron Ranges and El Paso and to 
the exercise of the rights granted thereunder, and that the 
time within which construction or acquisition of the fa- 
cilities authorized by this order shall be completed and 
placed in actual operation should be fixed as provided be- 
low. 


(6) The sale of natural gas, and any facilities necessary 
therefor which are proposed to be abandoned by Phillips 
in Docket No. G-18113, the facilities proposed to be aban- 
doned by Northern in Docket No. G-17874 and the compres- 
sion service proposed to be abandoned by El Paso in 
Docket No. G-17854 are subject to the requirements of sub- 
section (b) of Section 7 of the Natural Gas Act. 


(7) The proposed abandonment of service and facilities 
referred to in (6) above are permitted by the public con- 
venience and necessity and permission and approval there- 
of should be granted as hereinafter ordered. 


The Commission orders: 


(A) Certificates of public convenience and necessity are 
hereby issued to Northern, Permian, Iron Ranges and El 
Paso to construct or acquire, as the case may be, and op- 
erate the facilities described above and more fully 
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described in their respective applications in Docket Nos. G- 
17485, G-17486, G-17487, G-17626, G-17854 in these con- 
solidated proceedings, for the transportation and sale of 
natural gas as therein set forth, subject to the jurisdiction 
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of the Commission upon the terms and conditions of this 
order. 


(B) The general terms and conditions set forth in para- 
graphs (a), (b), (c)(3), (c)(4) and (e) of Section 157.20 
of the Commission’s Regulations under the Natural Gas 
Act shall attach to the issuance of the certificates granted 
in paragraph (A) above and to the exercise of the rights 
granted thereunder. 


(C) The time within which the facilities hereby author- 
ized shall be constructed or acquired and placed in actual 
operation as provided by paragraph (b) of Section 157.20 
of the aforesaid Regulation is hereby fixed at one year 
from the date on which this order issues, except that in 
the case of branch lines to be constructed by Northern to 
serve the communities listed in Appendices A, B and C, 
Northern shall have 2 years from the date of issuance of 
this order. 


(D) The certificate issued to Northern in (A) above shall 


be further conditioned as follows: 


(i) Northern shall serve the communities and indus- 
trials listed in Appendix A without requiring any 
contribution in aid of construction. 

(ii) Northern shall serve the communities listed in 
Appendix B if the distributor serving the com- 
munities on the branch line involved, within three 
months of the date of issuance of this order, makes 
a contribution to the construction of the measur- 
ing stations on such branch line in the same pro- 
portion that estimated third year net revenues 
from the branch line fall short of 20 percent of 
the estimated initial costs of the measuring sta- 
tions on the branch line. 


Northern shall serve the communities listed in 
Appendix C if the distributor serving the com- 
munities on the branch line involved, within three 
months of the date of issuance of this order, makes 
a contribution to the cost of the construction of 
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the branch line in the same proportion that esti- 
mated third year net revenues from the branch 
line fall short of the estimated annual costs of 
the branch line and makes a contribution to cover 
the entire estimated initial costs of the measur- 
ing stations on the branch line. 

Northern shall reserve for service to Osage, Iowa, 
a contract demand of 1704 Mef of gas per day sub- 
ject to a final determination 
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as to whether Northern’s Peoples Division or the 
City itself is entitled to distribute such gas. 


Northern shall deliver gas for service to the Vil- 
lage of Blaine, under the conditions of its appli- 
cation and this order, to North Central Public 
Service Company rather than to the Village itself. 


Northern’s initial rates in its Zone B shall have a 
demand component of $2.91 per Mef per month 


and a commodity component of 25.97 cents per 
Mef; in Zone C a demand component of $3.23 per 
Mef per month and a commodity component of 
26.47 cents per Mef. 


Northern shall construct the necessary facilities 
and deliver gas to Minneapolis at the proposed 
additional town border station at the Zone 3 rates, 


The request of North Central Public Service Com- 
pany with respect to the communities of Coon 
Rapids, Lexington and Spring Lake, Minnesota, 
and of Northern States Power Company with re- 
spect to the communities of White Bear Lake, 
Stillwater and Lake Elmo, Minnesota, that such 
towns be served at Zone 3 rates rather than Zone 
B rates is hereby denied. 

Within six months of the date of this order North- 
ern shall file data showing what modifications it 
has made, if any, in the design of its main-line fa- 
cilities as a result of the conditions of this order, 
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particularly with respect to the elimination of 
communities proposed to be served. 


(E) The certificate issued to Iron Ranges in (A) above 
shall be further conditioned as follows: 


(i) Iron Ranges shall not pay dividends on its com- 
mon stock until its interim notes are converted 
into preferred stock or the long-term debt, includ- 
ing the interim notes, is reduced to 75 percent or 
less of its total capitalization. 


The escape clauses appearing in Iron Ranges’ pro- 
posed contracts with Minnesota Power and Re- 
serve Mining shall be eliminated, and Iron Ranges 
shall file revised contracts with this Commission 
within three months of the date of issuance of this 
order. 
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Iron Ranges initial rates shall have a demand 
component of $4.74 per Mcf per month and a com- 


modity component charge of 29.05 cents per Mef 
for its jurisdictional sales. 

(F) Phillips is hereby permitted to abandon its service 
to Northern Natural and any necessary facilities as of 
January 1, 1960, in accordance with its application in 
Docket No. G-18113. 


(G) Northern Natural is hereby permitted to sell and 
abandon as of January 1, 1960, the facilities described in 
its application in Docket No. G-17874. 


(H) El Paso is hereby permitted to abandon its com- 
pression service to Northern as referred to in its Docket 
No. G-17854. 

By the Commission, 
(Seal of the 
Federal Power Commission) 
/s/ J. H. Gurrwe 
Joseph H. Gutride, 
Secretary. 
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APPENDIX A 


Brancu Lies, anp Communities SERVED BY TuEM, 
Meerine ALL Cost CRITERIA 


Anoka, Minnesota 

Anoka, Minnesota 
Champlin, Minnesota 

Blaine, Minnesota 

Circle Pines, Minnesota 

Coon Rapids, Minnesota 

Elk River, Minnesota 

Lexington, Minnesota 

Spring Lake Park, Minne- 

sota 


Barnum, Minnesota 


Cloquet, Minnesota 
Cloquet, Minnesota 
Scanlon, Minnesota 


Duluth, Minnesota 
Duluth, Minnesota 
Proctor, Minnesota 


Forest Lake, Minnesota 


Harris, Minnesota 
Hinkley, Minnesota 
Kettle River, Minnesota 
Lake Elmo, Minnesota 
Moose Lake, Minnesota 
North Branch, Minnesota 
Pin City, Minnesota 
Rush City, Minnesota 


Sandstone, Minnesota 


Stillwater, Minnesota 
Hudson, Wisconsin 

North Hudson, Wisconsin 
Stillwater, Minnesota 

Bayport, Minnesota 

Oak Park, Minnesota 


Sturgeon Lake, Minnesota 


Superior, Wisconsin 
Carlton, Minnesota 
Superior, Wisconsin 


White Bear Lake, Minne- 
sota 
White Bear Lake, Minne- 
sota 
Birchwood, Minnesota 
Dellwood, Minnesota 
Mahtomedi, Minnesota 
Willernie, Minnesota 


Willow River, Minnesota 


Minnesota Mining & Mfg. 
M.L.D. 


Alvord, Iowa 


Anamosa, Iowa 
Anamosa, Iowa 
Monticello, Iowa 
Hopkington, Iowa 
Langworthy, Iowa 


Arnolds Park, Iowa 


Badger, Iowa 


392 
(11714) 


Cascade, Iowa Earlville, Iowa 
Clarksville, Iowa 


BE t low 
Clarksville, Iowa mmetsburg, Iowa 


I Emmetsburg, Iowa 
P nace aoe Graettinger, Iowa 
Shell Rock, Iowa Terrill, Iowa 


Coates, Minnesota Ruthven, Iowa 
Corwith, Iowa Wallingford, Iowa 
West Bend, Iowa 


Decorah, Iowa 
Whittemore, Iowa 


Hazelton, Iowa 
Oelwein, Iowa Emmons, Minnesota 
Arlington, Iowa 
Calmar, Iowa 
Clermont, Iowa Evansdale, Iowa 
Cresco, Iowa Evansdale, Iowa 

Elk Run Heights, Iowa 
1715 Raymond, Iowa 
Washburn, Iowa 


Epworth, Iowa 


Decorah, Iowa 
Edgewood, Iowa 
Elgin, Iowa Farley, Iowa 


Elkader, Iowa Gilbertville, Iowa 


Fayette, Iowa 
Guttenburg, Iowa Goldfield, Iowa 


Hawkeye, Iowa Goodell, Iowa 
Lamont, Iowa 
Lansing, Iowa 
Interstate Power Co., Hampton, Iowa 
M.L.D. Sheffield, Iowa 
Monona, Iowa Alexander, Iowa 
Ossian, Iowa Chapin, Iowa 
Postville, Iowa Latimer, Iowa 
Strawberry Point, Iowa Meservey, Iowa 
steer ead Hartland, Minnesota 
Waukon, Iowa Hubbard, Iowa 


West i TI 

oper aa Iron Junc. Del. Pt., Minne- 
Delhi, Iowa sota (Iron Ranges’ 
Doon, Iowa Mesabi Range) 


Hampton, Iowa 
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Jackson, Nebraska 
Janesville, Iowa 


Jesup, Iowa 


Kanawaha, Iowa 


Lakeville Twp., Minnesota 


Lonsdale, Minnesota 

Lonsdale, Minnesota 

Veseli, Minnesota 

Medford, Minnesota 

Moville, Minnesota 

New Hampton, Iowa 

New Hampton, Iowa 

Ionia, Iowa 

New Market, Minnesota 

Nora Springs, Iowa 

North Shore Del. Pt., Min- 
nesota (Iron Ranges’ 
North Shore) 

Oldham, South Dakota 
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Osage, Iowa 
Osage, Iowa 
Rudd, Iowa 
Otho, Iowa 
Coalville, Iowa 
Otho, Iowa 
Roland, Iowa 
Sibley, Lowa 
Ashton, Iowa 
George, Iowa 
Sibley, Iowa 
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Silver City, Iowa 


St. Cloud, Minnesota 
Brainerd, Minnesota 
Cambridge, Minnesota 
Crosby, Minnesota 
Ironton, Minnesota 
Little Falls, Minnesota 
Princeton, Minnesota 
Sartell, Minnesota 
St. Cloud, Minnesota 
Sauk Rapids, Minnesota 
Waite Park, Minnesota 
Deerwood, Minnesota 


Stuart, Iowa 
Dexter, Iowa 
Earlham, Iowa 
Stuart, Iowa 


Superior, Iowa 


Tama, Iowa 
Dysart, Iowa 
Garwin, Iowa 
Gladbrook, Iowa 
Tama, Iowa 
Toledo, Iowa 
Traer, Iowa 


Twin Lakes, Minnesota 


Vinton, Iowa 
Garrison, Iowa 

La Porte City, Iowa 
Vinton, Iowa 


Waterville, Minnesota 
Morristown, Minnesota 
Waterville, Minnesota 


Wellsburg, Iowa 
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Winona, Minnesota 
Blooming Prairie, Minne- 
sota 
Chatfield, Minnesota 
Dover, Minnesota 
Elgin, Minnesota 
Ellendale, Minnesota 
Eyota, Minnesota 
Hayfield, Minnesota 
LaCrescent, Minnesota 
LaCrosse, Wisconsin 
French Island, Wisconsin 
Onalaska, Wisconsin 
Shelby, Wisconsin 
Lanesboro, Minnesota 
Lewiston, Minnesota 
Plainview, Minnesota 
Preston, Minnesota 
Rushford, Minnesota 
St. Charles, Minnesota 
Stewartville, Minnesota 
Spring Valley, Minnesota 
Utica, Minnesota 
Viola, Minnesota 
Winona, Minnesota 
Goodview, Minnesota 


Winthrop, Iowa 


Alexandria, Minnesota 
Alexandria, Minnesota 
Browerville, Minnesota 
Long Prairie, Minnesota 
Osakis, Minnesota 


Willmar, Minnesota 
Atwater, Minnesota 
Cokato, Minnesota 
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Cologne, Minnesota 
Dassel, Minnesota 
Glencoe, Minnesota 
Grove City, Minnesota 
Howard Lake, Minnesota 
Hutchinson, Minnesota 
Lester Prairie, Minnesota 
Litchfield, Minnesota 
Norwood, Minnesota 
Prior Lake, Minnesota 
Silver Lake, Minnesota 
Waconia, Minnesota 
Willmar, Minnesota 
Winsted, Minnesota 
Young America, Minnesota 


APPENDIX B 


Brancg Lines, anD Communtries SERVED BY THEM, FArLinc 
to Meet Crirerza With Respect To METERING StaTION 
Costs 


Ames, Nebraska 
Archer, Iowa 
Calumet, Iowa 


Canistota, South Dakota 


Cedar Bluffs, Nebraska 
Clark, South Dakota 
Conde, South Dakota 


Dawson, Iowa 


Denison, Iowa 
Defiance, Iowa 
Denison, Iowa 
Earling, Iowa 

Elk Horn, Iowa 
Irwin, Iowa 
Kimballton, Iowa 
Manilla, Iowa 
Manning, Iowa 
Marine, Iowa 

Dike, Iowa 
Duncombe, Iowa 
Endicott, Nebraska 
Farmer, South Dakota 
Fertile, Iowa 

Fertile, Iowa 
Hanlontown, Iowa 
Fostoria, Iowa 
Fulton, South Dakota 
Germantown, Iowa 
Hayward, Minnesota 
Hazel, South Dakota 
Ithaca, Nebraska 
Jamaica, Iowa 
Jefferson, South Dakota 
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Macedonia, Iowa 
Mineola, Iowa 
Missouri Valley, Iowa 
Dunlap, Iowa 
Hancock, Iowa 
Logan, Iowa 
Minden, Iowa 
Missouri Valley, Iowa 
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Neola, Iowa 
Persia, Iowa 
Portsmouth, Iowa 
Shelby, Iowa 
Woodbine, Iowa 


Moneta, Iowa 

New Hartford, Iowa 
Nickerson, Nebraska 
Orange Center, Iowa 
Owasa, Iowa 
Panama, Nebraska 


Panora, Iowa 

Linden, Iowa 

Panora, Iowa 

Pipestone, Minnesota 
Baltic, South Dakota 
Colman, South Dakota 
Colton, South Dakota 
Dell Rapids, South Dakota 
Flandreau, South Dakota 
Thlen, Minnesota 

Jasper, Minnesota 
Pipestone, Minnesota 
Rapidan, Minnesota 
Richland, Nebraska 
Rogers, Nebraska 
Stratford, South Dakota 


Vincent, Iowa 


Worthington, Iowa 


Yale, South Dakota 
Zumbrota, Minnesota 
Pine Island, Minnesota 
Wanamingo, Minnesota 
Zumbrota, Minnesota 


(11718) 


396 


APPENDIX C 


Brancz Lrvzs, anp Communities Servep sy THEM, Farina 
to Meer Crrrenza Wirn Respect ro Metertne SratTion 


anp Branca Lryse Costs 


Braham, Minnesota 
Mora, Minnesota 
Ackley, Iowa 


Anita, Iowa 
Adair, Iowa 
Anita, Iowa 


Brayton, Iowa 
Bryant, South Dakota 


Ceylon, Minnesota 


Elmore, Minnesota 
Elmore, Minnesota 
Buffalo Center, Iowa 


Gilbert, Iowa 
11719 
Holland, Iowa 
Holland, Iowa 
Allison, Iowa 
Aplington, Iowa 
Bristow, Iowa 
Dumont, Iowa 
Kesley, Iowa 
Parkersburg, Iowa 


Howard, South Dakota 


Kenyon, Minnesota 
Kenyon, Minnesota 
West Concord, Minnesota 


Lawton, Iowa 
Thor, Iowa 


Leshara, Nebraska 
Manchester, Minnesota 


Maquoketa, Iowa 
Maquoketa, Iowa 
Bellevue, Iowa 
Preston, Iowa 
Sabula, Iowa 
Savanna, Illinois 


Merrill, Iowa 
Millard, Nebraska 
Mingo, Iowa 
Newkirk, Iowa 


Onawa, Iowa 
Decatur, Nebraska 
Mapleton, Iowa 
Onawa, Iowa 
Castana, Iowa 
Salix, Iowa 

Sloan, Iowa 
Whiting, Iowa 


Sac City, Iowa 
Arthur, Iowa 
Early, Iowa 
Galva, Iowa 
Holstein, Iowa 
Tda Grove, Iowa 
Lytton, Iowa 
Odebolt, Iowa 
Sac City, Iowa 
Schaller, Iowa 
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Treynor, Iowa Pedfield, South Dakota 
Teimionk: Mearesora Doland, South Dakota 
4 Frankfort, South Dakota 
Redfield, South Dakota 


APPENDIX D 


Communities Interventne Wuicu Norruern Has Nor 
AGREED TO SERVE 


Bangor, Wisconsin New Richmond, Wisconsin 


Bancroft, Iowa Sparta, Wisconsin 

Big Lake, Minnesota Titonka, Iowa 

Buffalo, Minnesota Tomah, Wisconsin 
Burt, Iowa Wesley, Iowa 

Lakota, Iowa West Salem, Wisconsin 
Milaca, Minnesota Yale, Iowa 

Monticello, Minnesota 11720 
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UNITED STATES OF AMERICA 
BEFORE THE FEDERAL POWER COMMISSION 


In the Matters of 


Docket Nos. G-17485, G-17486 and G-17874 
Norruern Naturat Gas Compaxy 


Docket No. G-17487 
Permian Bastn Prpetine CoMPayy 


Docket No. G-17626 
Iron Rances Naturat Gas CoMPaNy 


Docket No. G-17854 
Ex Paso Natura Gas Company 


Docket No. G-18113 
Puriuirs PETROLEUM CoMPANY 


Motion for Reconsideration, Modification and 
Amendment of Order 
Now comes NorTHWESTERN Pusiic Service Company 
(‘‘Northwestern’”’), intervener herein, and respectfully 
moves the Federal Power Commission (‘‘the Commis- 
sion’’) to reconsider its order issued July 31, 1959, in the 
above proceedings, and to modify and amend the same 
in accordance with the things and matters hereinbelow 
set forth. In support of its Motion Northwestern states 
and shows the Commission as follows: 


I 


In its order issued July 31, 1959, the Commission 
granted to Northern Natural Gas Company (‘*Northern’’), 
the principal applicant herein, certificates of publie con- 
venience and necessity authorizing, among other things, 
initial 

11746 


natural gas service to some 342 communities, including 13 
communities proposed to be served by Northwestern. The 


(11747) 


said authorization, however, was subject to certain con- 
ditions set forth in the aforesaid order and Opinion 324 
accompanying the same. Such conditions authorized 
Northern to construct the facilities for service to, and to 
sell and deliver the natural gas requirements of, certain 
communities, including 12 communities proposed to be 
served by Northwestern, provided the distribution com- 
panies proposing to serve such communities will make a 
contribution to Northern in an amount determined by a 
formula set forth by the Commission in Opinion 324, 


Northwestern submits that the record is barren of any 
study, analysis or other presentation supporting the 
formula propounded by the Commission in Opinion 324. 
The only mention on the record of such a contribution 
as the Commission is requiring was made by the witness 
for Council Bluffs Gas Company who testified that au- 
thorization to serve certain communities which, in his 
opinion, were economically not feasible should either be 
denied or should be subject to some arrangement whereby 
the customers should pay for a part of the investment in 
the facilities necessary to provide such service. On cross- 
examination by counsel for Northwestern the witness ad- 
mitted that he knew of no study or presentation 


11747 


on this record encompassing the kind of arrangement or 
accommodation that he had suggested (Tr. 3823-24). 


The Commission therefore had before it no such study 
and Northwestern and other intervenors accordingly had 
no opportunity to subject such study to cross-examination 
or analysis, either on the record, upon brief or in oral 
argunent, Northwestern respectfully submits, in the light 
of these circumstances, that it should be accorded the right 
to present its views as to the propriety of the Commis- 
sion’s formula, in order to obviate a possible denial of 
due process within the meaning of the Administrative 
Procedure Act and established principles of procedural 
due process in administrative proceedings. A.P.A., 
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gs 6(d), T(a): 5 U.S.C. gg 1006, 1007 (Supp., 1950). Ohio 
Bell. Telephone Company v. Public Utilities Commission, 
301 U.S. 292, 300, 57 S. Ct. 724, 728 (1937). 


II 


Northwestern submits that the Commission, in Opinion 
324, has failed to take into consideration certain funda- 
mental facts and principles established in this record 
and approved by the Commission in prior proceedings 
involving Northern and Northern’s relationship to its cus- 
tomers. For 
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this reason, Northwestern respectfully urges that the Com- 
mission reconsider its order and amend it in accordance 
with the following considerations: 


A. By its formula the Commission has determined the 
economic feasibility of service to the new communities, 
from the point of view of Northern, on the basis of esti- 
mated third year net revenues from the branch lines that 
must be constructed to serve these new communities. This 
third vear revenue test is a departure, not only from 
Northern’s own projections of economic feasibility—which 
are based on fifth year net revenues—but also from pre- 
vious opinions of the Commission certificating expansion 
programs of Northern. Northern Natural Gas Company, 
11 F.P.C. 174, 185-6 (1952); id., Opinion 268, pp. 5-6 
(1954). In the latter opinion, the Commission expressly 
rejected the ‘‘contribution”’ theory. 


More important, however, is the fact that this third 
year net revenue test is inconsistent with the data on 
this record and with established principles of public utility 
economics. Assuming arguendo that, since Northern’s 
incremental main line facilities were designed to provide 
third year capacity, it might be inappropriate to measure 
their economic feasibility in relation to fifth year revenues, 
we should like 
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to point out that the same situation does not obtain with 
respect to the branch line facilities, including those branch 
lines necessary to provide service to Northwestern’s new 
communities. The record is clear that such branch lines 
are designed to carry, not third year quantities, but quan- 
tities that represent ‘‘ultimate load”’, which are essentially 
fifth year quantities. And it is on the basis of this ulti- 
mate design that the investment and costs of these branch 
lines are determined. 


The Commission, in short, has measured feasibility by 
applying third year revenues to fifth year costs. This, 
Northwestern subinits, is patently erroneous. Indeed, even 
the witness for Council Bluffs Gas Company did not sug- 
gest that these branch lines should ‘‘be paying their cost 
of service’? until the fifth year (Tr. 3811). 


By its formuia, the Commission has in effect required 


distribution companies, such as Northwestern, to make 
a permanent contribution to Northern, on all or part of 
whieh Northern will clearly be earning a return within the 
period of time for which its permanent investment was 
designed. To that extent Northern will be receiving a 
windfall and the distribution companies will be paying 
twice. 
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Accordingly, Northwestern respectfully submits that the 
Commission should modify and amend that portion of its 
order imposing conditions on the certificate granted to Nor- 
thern by providing that the estimated net revenues on the 
branch lines shall be sufficient at the end of the fifth year 
of operation to comply with the formula set forth in Opinion 
324. Alternatively, if the Commission should not deem it 
desirable to so modify and amend its order, it should at 
least modify and amend it so as to provide that Northern 
shall refund to its distribution companies, such as North- 
western, an amount proportionate to the amount by which 
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the net revenues at the end of the fifth year of service 
covers all or part of the contribution made by such dis- 
tribution companies based on estimated third year net 
revenues, in accordance with the formula propounded in 
Opinion 324. 


B. In its formula, the Commission used, in computing 
the cost of service, a 614% rate of return since this was 
the only rate of return figure on the record. In a sub- 
sequent portion of Opinion 324 the Commision made a 
determination as to the appropriate rates that should be 
charged to Northern’s customers in two new zones on Nor- 
thern’s system—Zone B and Zone C. In determining the 
new rates to be charged in such zones the Commission, 
relying upon the jurisdictional cost of 
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service developed by the Commission’s staff, included a 
6% return and associated income taxes (Opinion 324, p. 


16). Such rates, accordingly, will initially be charged to 
the new customers of Northern in such zones and, neces- 
sarily, the economic feasibility of providing service to such 
communities was determined by the Commission on the 
basis of the aforesaid 6% rate of return. 


Northwestern submits that this is not only inconsistent 
but is inequitable and discriminatory against Northwestern 
and other customers of Northern’s whose proposed new 
communities’ feasibility was determined on the basis of a 
6% rate of return. Had a 6% rate of return been used 
in determining economic feasibility to the new communities 
proposed to be served in zones other than Zone B and Zone 
C, it is patent that the dollar amount of contribution 
would be significantly changed. 


Accordingly, Northwestern respectfully urges the Com- 
mission to modify and amend its order issued July 31, 
1959, to provide that branch line feasibility to the new 
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communities located in zones other than Zone B and Zone C 
shall be determined on the basis of a rate of return consis- 
tent with that employed by the Commission for Zones B 
and C in Opinion 324. 
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C. In its formula embraced in Opinion 324, by which 
economic feasibility was determined, the Commission has 
required distribution companies, such as Northwestern, to 
make ‘contributions’? to Northern if, on the basis of 
estimated third year net revenues, certain revenues are not 
realized. In the event the Commission modifies and amends 
its order, in accordance with the matters pointed out in 
points II A and II B herein, the dollar amount of such 
“‘eontributions’’ on behalf of Northwestern will be drasti- 
cally redueed, if not eliminated. Nevertheless, insofar as 
there may remain some ‘‘contributions’’ to be made, such 
“eontributions’’ constitute outright donations to Northern 
that the distribution companies neither will get back, nor 
will they have any tangible property or assets in return 
therefor. 


It is certainly unusual for customers of a utility that 
are themselves utilities to make contributions of this kind 
and it is not clear that such contributions may properly be 
‘neluded in the rate base on which the customer companies 
are entitled to earn a fair return; nor is it clear whether 
such amounts properly may be charged as operating rev- 
enue deductions. Be that as it may, however, it is abun- 
dantly clear that the amounts thus contributed by such 
customer companies represent no additions to gross plant 
against 
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which the companies may issue bonds pursuant to the 
provisions of their general mortgages. Thus, the Commis- 
sion’s formula would work a serious and unnecessary hard- 
ship on customer companies such as Northwestern. 
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Accordingly, Northwestern respectfully urges the Com- 
mission to modify and amend Opinion 324 to permit the 
distribution company customers such as Northwestern, at 
their election, to construct that portion of the facilities from 
Northern’s main line as will equal the amount of any 
contribution required under the Commission’s formula as 
modified by the considerations pointed out in points II A 
and II B. Such facilities would, of course, then be owned 
by the distribution companies and would be properly in- 
cludable in their respective rate bases. 


D. In its order accompanying Opinion 324 the Commis- 
sion has directed distribution companies, such as North- 
western, that are required to make contributions to 
Northern, to furnish the entire dollar amount of such 
contributions to Northern within 90 days of the issuance 
of the aforesaid order. Northwestern submits that this is 
an unnecessary hardship on it and other distribution 
companies so situated. The facilities of Northern, of 
which the 
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contributions are to be in aid, will not be constructed by 
Northern for at least another year. The amount of such 
contributions, even if reduced under the amended formula 
suggested in points II A and II B, may be relatively size- 
able, and an unwarranted burden may be imposed on some 
or all of the distribution companies if they are required to 
provide the funds so far in advance of actual need. Of 
course, if a distribution company elects to construct the 
necessary facilities itself, as suggested under point II C, 
there is no need at all for prior furnishing of funds to 
Northern. 


It is submitted that a firm commitment to Northern by 
Northwestern and other distribution companies to the ef- 
fect that they will provide the necessary contributions upon 
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the commencement of the construction of the respective 
facilities, unless they shall have elected to construct the 
facilities directly, would meet the Commission’s objective, 
would be satisfactory to Northern, and would eliminate an 
unnecessary hardship for some or all of the distribution 
companies. 


Accordingly, it is respectfully urged that the Commis- 
sion modify and amend its order to provide that, within 
the 90 days specified, the distribution companies shall 
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furnish Northern with a firm commitment, satisfactory to 
Northern, to the effect that they will provide the funds 
required at such time as Northern shall commence con- 
struction of the respective facilities, unless a particular 
distribution company shall have given appropriate notice 
of its election to construct the facilities directly. 


Til 


It is Northwestern’s sole purpose, by this document, to 
urge the Commission to reconsider those limited portions 
of its order hereinbefore referred to (specifically, clauses 
(ii) and (iii) of ordering paragraph (D)) and to modify 
and amend such portions in accordance with the considera- 
tions pointed out above. Northwestern wishes to emphasize 
that by this document it has no intention to impede, hinder 
or delay the construction program of Northern authorized 
by the Commission in Opinion 324 and accompanying order. 
The relief requested by Northwestern herein can be granted 
by the Commission, it is submitted, without reopening or 
modifying any other provisions of the order and without 
interfering with Northern’s program as authorized. 
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Wuererore, in accordance with all the foregoing North- 
western respectfully moves this Commission to reconsider 
clauses (ii) and (ili) of ordering paragraph (D) of its 
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order issued July 31, 1959, and to modify and amend the 
same as hereinabove requested. 


Respectfully submitted, 


NorTHWESTERN Pusuic SERVICE 
CoMPANY 


By Rosert S. Hunt 
Robert S. Hunt, 
One of its Attorneys 


Mutton H. Conen and Rosert S. Hunt 
Dallstream, Schiff, Hardin, 
Waite & Dorschel 
231 South LaSalle Street 
Chieago 4, Illinois 


Attorneys for Northwestern Public 
Service Company 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chair- 
man; Frederick Stueck, William BR. Connole, Arthur Kline 
and John B. Hussey. 


In the Matters of 


Docket Nos. G-17485, G-17486 and G-17874 
Norruern Naturay Gas Company 


Docket No. G-17487 
Permian Bastin Prretine Company 


Docket No. G-17626 
Inon Rances NaturaL Gas CoMPANY 


Docket No. G-17854 
Ex Paso Narurat Gas Company 


Docket No. G-18113 
Purmures PeTRoLEUM CoMPANy 


Order Denying Application for Rehearing, Denying in Part 
Motion for Reconsideration, and Modifying Order Grant- 
ing Certificates 


(Issued September 18, 1959) 


On August 28, 1959, a joint application for rehearing 
was filed by Council Bluffs Gas Company, Metropolitan 
Utilities District of Omaha and Minneapolis Gas Company 
with respect to our Opinion No. 324 and order of July 31. 
1959, among other things issuing a certificate of publie 
convenience and necessity to Northern Natural Gas Com- 
pany to serve communities in six different states in the 
Midwest. On the same date Northwestern Public Service 
Company filed a motion for reconsideration, modification 
and amendment of our opinion and order. 

In our Opinion No. 324 we granted the certificate to 
Northern only on condition that where its third year 
branch line estimated sales would not produce sufficient 
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revenues to meet third year estimated branch line service 
costs, measuring station service costs, and the ‘‘out-of- 
pocket’? cost of gas, the distributor serving the branch line 
would make a capital contribution to the cost of the 
measuring station, and if necessary, the branch line. We 
also determined rates for Northern’s proposed Zones B 
and (©, granted a certificate to the Iron Ranges Natural 
Gas Company, conditioned in a manner not relevant here, 
and issued certain other certificates and permissions to 
abandon service relating to Northern’s gas supply, a 
matter with which the present filings are not concerned. 

The joint application largely represents an attempt to 
show that the contributions required of distributors pro- 
posed to be served by Northern do not sufficiently meet the 
revenue deficiencies which Northern would incur. On the 
other hand Northwestern’s motion would have it that the 
contributions required are too great for reasons set forth 
in the motion. We may now turn to the contentions made 
in each of these documents, which, in effect, contradict each 
other. 
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The joint applicants claim that the contributions re- 
quired will not meet the third year service costs of the 
branch lines and measuring stations involved, represent 
only a minor reduction in Northern’s revenue deficiencies 
and provide nothing towards main-line incremental costs. 
They assert that the branch-line costs employed in the 
opinion did not include an amount for interest and over- 
heads, and used ad valorem taxes that were not up to date 
(by a fraction of a percent). They contend further that 
under the Commission’s formula for determining the 
capital contribution to be made by distributors to the 
measuring station costs certain costs will not be recouped. 
What applicants have failed to do is to appraise fully the 
problems facing the Commission or the principles of regu- 
lation involved. Large numbers of communities were be- 
fore the Commission attempting to obtain gas service. 
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Some of them had been before us a number of times in the 
past. And Northern had applied for permission to service 
these communities. Clearly it is necessary that Northern’s 
financial integrity be maintained, so that we would not be 
justified in permitting service that would endanger this 
financial integrity or throw an undue burden, that would 
ultimately be evinced by higher rates, on communities 
already served. On the other hand, there is no requirement 
that each service rendered by a given utility must produce 
revenues equivalent to the revenues derived from each 
other service. In practice, of course, while a utility is 
entitled to earn a reasonable return on its overall invest- 
ment, certain service will be rendered at less than revenues 
derived from certain other services where revenues are 


greater. 

On the present record it appeared that the estimated 
revenues of many of the proposed branch lines would not 
fully meet the costs of the branch or the measuring stations 


and, of course, not any of the main-line costs. Yet the com- 
munities on them were anxious for gas service and North- 
ern was willing to serve them. To ameliorate in some 
degree the pronounced revenue deficiencies a new method 
was employed of requiring as a condition of the certificate 
granted to Northern that capital contributions be made for 
that portion of the branch lines and metering stations un- 
supported by revenues. In view of the fact that the record 
showed that some of the branch lines proposed to be served 
would produce revenues greater than the cost of service, it 
was not held necessary that the less favorable branch lines 
return full revenues for service, including main-line costs. 
Therefore, utilizing Northern’s presentation of branch-line 
costs and estimating that revenues should equal 20 percent 
of the initial cost of the measuring stations, we required 
that the revenue deficient branch lines make contributions 
to the cost of construction of the measuring stations or the 
branch lines, or both, where necessary. It is true that we 
stated that upon the basis of these contributions the 
revenues from each of the proposed branch lines would be 
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sufficient to cover the branch-line costs and the measuring- 
station costs. This was obviously an approximation only, 
and, in view of the many variables introduced in consider- 
ing market and revenue estimates for a projected period 
of three years any test of feasibility by its very nature, can 
be nothing more than an approximation. In any case, we 
do not hesitate to find that the contributions contemplated 
by our Opinion No. 324 will represent a reasonable ameli- 
oration of revenue deficiencies and, taken with the expected 
revenues will enable us to avoid denying service completely 
to the revenue deficient communities. 
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Coming more specifically to the contentions made by the 
joint applicants, because of the considerations exercised 
above we find no reason to change our order to take into 
account additional branch-line costs pointed out by appli- 
cants. With respect to measuring-station costs we required 
a capital contribution to the cost of the measuring stations 
in the same proportion that the third year revenues failed 
to equal the 20 percent of the intial cost. The joint appli- 
cants imply that the capital contribution would eliminate 
measuring-station costs applicable to the contribution to 
the extent of return 6.5 percent, Federal income taxes 4.44 
percent and State income taxes 0.18 percent, or 11.12 per- 
cent in all. They have obviously left out depreciation, for 
that part of the measuring station represented by the 
contributions would not be a part of Northern’s rate base 
and would not be subject to depreciation in computing just 
and reasonable rates for Northern. Furthermore, they 
have erroneously assumed that the balance of the 20 per- 
cent represents a revenue deficiency that will not be met 
by the capital contributions. The Commission, while it 
intended to include in the 20 percent an allowance for the 
small item of operating expenses, employed the 20 percent 
figure as a liberal estimate, so that the contributions made, 
would approximately eliminate Northern’s annual meter- 
ing station service costs applicable to the capital contribu- 
tions. 
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With respect to main-line costs we are of the opinion that 
under the circumstances of this proceeding it was not 
necessary or desirable to exclude a branch line that did not 
meet mainline costs or to require a contribution to meet 
main-line costs. The joint applicants contend that we 
ignored incremental mainline costs amounting to $59,202,- 
480 or 52 percent of the total construction costs. This 
amount is obviously not the incremental main-line cost of 
any particular branch] ine, however the amount is derived. 
The record does not show incremental main-line costs re- 
sulting from each branch line. In most cases such inere- 
mental costs would be indeterminable or could not be 
assigned to particular branch lines, for Northern would not 
necessarily alter the plans for its main line depending on 
whether a given branch line did or did not take gas. We 
think therefore that joint applicants’ argument as to in- 
cremental main-line costs is fallacious. As we explained in 
Opinion No. 324 failure of a given branch line to meet any 
main-line costs would not cast any burden on present 
customers particularly where many of the new branch lines 
would contribute to such costs. 

In one further respect the joint applicants object to our 
computations of branch-line feasibility. They contend that 
we should not have based our conclusions on annual 
volumes rather than on contract demand. What we did was 
to determine the net revenue available, after meeting the 
cost of gas and branch-line costs, for application to meter- 
ing-station costs and main line costs. This computation 
determined whether a branch-line distributor would have 
to make a capital contribution to Northern. The results of 
this computation are dependent solely upon the revenues 
received and the cost of service. 
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The joint applicants object to our method of computa- 
tion of initial rates for Northern’s new Zones B and C, 
which we based on a computation of Zones 1, 2 and 3 rates, 
retaining an historical shift or ‘‘tilt’’? of costs from the 
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commodity to the demand component. The joint appli- 
cants prefer the greater ‘‘tilt’’ that Northern has included 
in the rates in its pending applications in Docket Nos. G- 
12153 and G-15335. Since joint applicants are not served 
under the Zone B and C rates, their objection is not proper 
here. In any case, of course, we are not here determining 
the proper level or the ‘‘tilt”’ that should be employed for 
the Zones 1, 2 and 3 rates in the pending proceedings, but 
we shall reserve that consideration for determination in 
the pending rate cases. 

Coming now to the contentions of Northwestern which 
oppose the application of the Commission’s contributions 
formula in its present form, the first objection is that the 
formula is not supported by any presentation on the rec- 
ord, and that Northwestern should be given opportunity 
to present its view as to the propriety of the formula in 
order to obviate a possible denial of due process citing 
Ohio Bell Telephone Co. v. P.U.C., 301 U.S. 292, 300. The 
Bell case held the Commission there involved had denied 
a fair hearing in ordering a refund on the basis of con- 
cealed evidence. To quote Market Street R. Co. v. Comm’n., 
324 U.S. 548, 560, which distinguishes the Bell case, “‘Noth- 
ing of that kind occurred in this case. The basis for a 
judgment is here in the record.’’? The Commission, in this 
case, was entitled to evolve its own solution for the prob- 
lems presented by the record, and it did so here upon the 
basis of evidence before it. 

Northwestern contends that the formula should have 
been based on fifth year revenues rather than third year 
revenues or alternatively that provision should have been 
made for a refund by Northern to the distribution com- 
panies on the basis of net revenues at the end of the fifth 
year. As noted in our Opinion No. 324, we think the 
fifth year is too remote as a basis of branch-line feasibility 
in view of the necessity of avoiding an undue burden on 
existing customers. Contrary to Northwestern’s further 
contentions in this connection we did not use fifth year 
costs with third year revenues, and it is not true that 
Northern will receive a windfall by earning a return on 


413 
(11766) 


the amounts contributed by the distributors, for contribu- 
tions in aid of construction would not be included by us 
in the rate base. As to a later refund by Northern we 
see no justification for prolonging this rather complicated 
procedure, since the contributions are in any case ap- 
proximate and plainly fall short of covering the entire 
cost of service, as noted above, including main-line costs. 

Northwestern contends that the Commission employed 
a 6% percent return to compute branch-line costs while it 
used 6 percent to determine proper rates for Northern’s 
new Zones B and C. This approach, it is argued leads to 
an inequitable result. Northwestern is mistaken. In de- 
termining branch-line feasibility the Commission employed 
6% percent both for revenues and for costs as the evi- 
dence in the record was on this basis. Since both reve- 
nues and costs were compared on the same basis, no in- 
validity was inherent in the Commission’s method, although 
it used 6 percent for another purpose. 
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Northwestern requests that in lieu of making a contribu- 
tion to Northern, the distribution companies at their elec- 
tion should be permitted to construct that portion of the 
facilities from Northern’s main line as will equal the 
amount of any contribution required. In support of this 
request Northwestern points out that a contribution would 
not be included in its rate base, while if it owned the branch 
line or part of it, it would enlarge its rate base on which 
it would be permitted to earn a return. We will grant this 
request, which we assume does not apply to the measuring 
stations. 

Northwestern further requests that the distributors be 
permitted to make their contributions at the commence- 
ment of construction rather than within three months of 
our order, as we have required, providing that they make 
a firm commitment to make a contribution or to construct 
the facilities themselves within the three months speci- 
fied. This appears to be a reasonable request, and we 
shall amend our order accordingly. 
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The Commission further finds: 


The assignments of error and grounds for rehearing con- 
tained in the joint application for rehearing filed by Coun- 
cil Bluffs Gas Company, Metropolitan Utilities District of 
Omaha, and Minneapolis Gas Company and in the motion 
for reconsideration filed by Northwestern Public Service 
Company set forth no new facts or principles of law which 
were not fully considered by the Commission when it 
adopted its Opinion No. 324 issued July 31, 1959, or which 
having now been considered warrant any change or modi- 
fication of said opinion except as provided below. 


The Commission orders: 


(A) The joint application for rehearing and the motion 
referred to above are hereby denied except to the extent 
specified below. 


(B) Paragraphs D(ii) and (iii) of our order issued July 
31, 1959, shall be amended to read as follows: 


(ii) Northern shall serve the communities listed in Ap- 
pendix B if the distributor serving the communities 
on the branch line involved, within three months 
of the date of issuance of this order, undertakes in 
writing to make a contribution to the construction 
of the measuring stations on such branch line in 
the same proportion that estimated third year net 
revenues from the branch line fall short of 20 per- 
cent of the estimated initial costs of the measuring 
stations on the branch line. Such contribution shall 
be paid to Northern at the commencement of con- 
struction of the branch line involved. 
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(iii) Northern shall serve the communities listed in Ap- 
pendix C if the distributor serving the communities 
on the branch line involved, within three months of 
the date of issuance of this order, enters into a 
firm contract in writing to make a contribution to 
the cost of the construction of the branch line in 
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the same proportion that estimated third year net 
revenues from the branch line fall short of the 
estimated annual costs of the branch line, and to 
make a contribution to cover the entire estimated 
initial costs of the measuring stations on the branch 
line. Such contribution shall be paid to Northern 
at the commencement of construction of the branch 
line involved. As an alternative and at its option, 
the distributor may within three months of the 
date of issuance of this order enter into a firm 
contract to construct and maintain that portion of 
the branch line which represents the proportion 
that its annual revenues fall short of the estimated 
annual costs. 


By the Commission. 


/s/ J. H. Gurrwe 
Joseph H. Gutride, 
Secretary. 


